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II contains the rules made under the Act. 
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PART 1. 


■ IjrCOME-TAX ACT, 1922 (XI OF 1922). 



ACT No. XI OF 1922. 


An Act to consolidate and amend the law relating to Income-taao 

and Sufer-taa. 

Whereas it is expedient to consolidate 'and amend the law 
relating to Income-tax and Super-tax; It is hereby enacted as 
follows : — 

1. {1) This Act may be called the Indian Income-tax Act, 

Short title, extent 1922. 
and commencement, ^ 

{2) It extends to the whole of British India, including 
British Baluchistan and the Sonthal Parganas, and applies also, 
within the dominions of Princes and Chiefs in India in alliance 
with His Majesty, to British subjects in those dominions who 
are in the service of the Government of India or of a local 
authority established in the exercise of the powers of the Gover- 
nor General in Council in that behalf, and to all other servants 
of His Majesty in those dominions. 

{3) It shall come into force on the first day of April, 1922. 

2. In this Act, unless there is anything repugnant in the 

Definitions. subject or context, — 

(1) “ agricultural income ” means — 

{a) any rent or revenue derived from land which is used, 
for agricultural purposes, and is either assessed 
to land-revenue in British India or subject to a 
local rate assessed and collected by officers of Gov- 
ernment as such ; 

(6) any income derived from such land by — 

{i) agriculture, or 

{ii) the performance by a cultivator or receiver of 
rent-in-kind of any process ordinarily employ- 
ed by a cultivator or receiver oferent-in-kind 
to render the produce raised or received by 
him fit to be taken to market, or 

{Hi) the sale by a cultivator or receiver of rent-in- 
kind of the produce raised or received by him, 
in respect of which no process has been per- 
formed other than a process of the nature 
described in sub-clause (??) ; - 


K 
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(c) any income derived from any building owned -and 
^ occupied by the receiver of the rent or revenue of 
any such land, or occupied by the cultivator, or 
the receiver of rent-in-kind, of any land with res- 
■ , pect to which, or the produce of which, any opera-' 
tion mentioned in sub-clauses (n) and {in) of clause 

(&) is carried on : 

Provided that the building'is on or in the immediate 
vicinity of the land, and is a building which the 
receiver of the rent or revenue or the cultivator or 
the receiver of the rent-in-kind by reason of his 
connection with the land, requires as a dwelling- 
house, or as a store-house, or other out-building ; 

?. 3. {2) “ assessee ” means a person by whom Income-tax is pay- 

able; 

(5) Assistant Commissioner ” means a person appointed 
to be an Assistant Commissioner of Income-tax under section 5 ; 

{4) business ” includes any trade, commerce, or manu- 
facture or any adventure or concern in the nature of trade, com- 
merce or manufacture; 

(5) “ Commissioner ” means a person appointed to be a 
Commissioner of Income-tax under section 5 ; 

(d) “ company ” means a company as defined in the Indian 
Companies Act, 1913, or formed in pursuance of an Actvi 
of Parliament or of Royal Charter or Letters Patent, or of an 
Act of the Legislature of a British possession, and includes 
any foreign association carrying on business in British India 
whether incorporated or not, and whether its principal place 
of business is situate in British India or not, which the Board 
' of Inland Revenue may, by general or special order, declare to 
be a company for the purposes of this Act ; 

(7) “ Income-tax Officer ” means a person appointed to be 
an Income-tax Officer under section 5 ; 

(8) “ Magistrate ” means a Presidency Magistrate or a 

Magistrate of the first class, or a Magistrate of the second class 
specially empowered by the Local Government to try offences 
against this Act ; . 

(9) " person ” includes a Hindu undivided family; 

{10) “ prescribed ” means prescribed by rules made under 
this Act; 
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{11) previous year ” means — 

{a) the tjvelve months ‘'ending on the 31st day of March 
next preceding the year for which the assessment 
is to be made, or, if the accounts of the assessee 
have been made up to a date within the said twelve 
months in respect of a year ending on any date 
other than the said 31st day of March, then at the 
option of the assessee the year ending on the day 
to which his accounts have so been made up ; 

Provided that, if this option has once been exercised 
, by the assessee, it shall not again be exercised so 
as to vary the meaning of the expression ' ‘ previous 
year ” as then applicable to such assessee except 
with the consent of the Income-tax Officer and 
, upon such conditions as he may think fit ; or 

(&) in the case of any person, business or company or 
class of person, business or company, such period 
as may be determined by the Board of Inland 
Revenue or by such authority as the Board may 
authorise in this behalf ; 

{12) “ principal officer, ’’ used with reference to a local 
authority or a company or any other public body or association, 
means — 

{a) the secretary, treasurer, . manager or agent of the 
authority, company, body or association, or 

(&) any person connected with the authority, company 
body or association upon whom the Income-tax 
Officer has served a notice of his intention of treat- 
ing him as the principal officer thereof; 

(IS) “ public servant ” has the same meaning as in the 
ELY of I860. Indian Penal Code ; 

(14) “ registered firiri ” means a hrm constituted ^nder an 
instrument of partnership specifying the individual shares of 
the partners of which the prescribed particulars have been regis- 
tered with the Income-tax Officer in the prescribed manner; 

{15) '' total income ” means total amount of income, profits 
and gains from all sources to which this Act applies computed 
in the manner laid down in section 16 ; and 

{16) “ unregistered firm ” means a firm which is not a regis- 
tered firm. 


P. 5. 


P. 6, 7. 


Pc 8. 

P. 9. 

/ 

R. 3-6. 

P. 10. 

P.9. 
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CHAPTER I. 

f- 


P. 2, 10, 
11 , 12 , 
13, 14. 


P. 12, 
14, 15. 


P. 14. 


P. 16, 
20 , 57 . 

P. 17. 


P.17. 

P. 7. 


Charge of Income-tax. 

3. Where any Act of the Indian Legislature enacts that in- 

come-tax shall be charged for any year at any 
Charge of income-tax. patcs applicable to the total income of 

an assessee. tax at that rate or those rates shall be charged for 
that year in accordance with, and subject to the provisions of, 
this Act in respect of all income, profits and gains of the previous- 
year of every individual, company, firm and Hindu undivided 
family. 

4. (1) Save as hereinafter provided, this Act shall apply to- 
all income, profits or -gains, as described or 
comprised in section 6, from whatever source 

derived, accruing, or arising, or received in British India, or 
deemed under the "provisions of this Act to accrue, or arise, or 
to be received in British India. 


Application of Act. 




(^5 Profits and gains of a business accruing or arising with- 

le^on resident in Briti sin Ipdia sha-l-l-be* 
^ are- 

a^noLwimsuanaing; me fact 



that they did not so accrue or arise in that year, jirovided that 
they are so received or brought in within three years of the end 
of the year in which they accrued or arose. 

Ewplanation . — Profits or gains accruing or arising without 
British India shall not be deemed to be received or brought into 
British India within the meaning of this sub-section by reason 
only of the fact that they are taken into account in the balance 
sheet prepared in British India. . 


{3) This Act shall 
income-: — 


not apply to 


the following classes of 


{i) Any income derived from property held under trust 
or other legal obligation wholly for religious or 
charitable purposes, and in the case of property 
so held in part only for such purposes, the income- 
applied, or finally set apart for application, there- 
to. 

{ii) Any income of a religious or charitable institution 
derived from voluntary contributions and appli- 
cable solely to religious or charitable purposes. - 

{iii) The income of local authorities. 
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iS.of 1807. 
V of 1912. 


(iv) Interest on securities which are held by, or are the 
property of, anj’’ Provident Fund to which the Pro- 
vident Funds Act, 1897, applies, or any Provident 
Insurance Society to which the Provident Insur- 
ance Societies Act, 1912, is, or, but for an exemp- 
tion under that Act, would be, applicable. 

(-y) Any capital sum received in commutation of the 
whole or a portion of a pension, or in the nature 
of consolidated compensation for death or injuries, 
or in payment of any insurance policy, or as the ' 
, accumulated balance at the credit of a subscriber 
to any such Provident Fund. 

(vi) Any special allowance, benefit or perquisite specifi- 
cally granted to meet expenses wholly and neces- 
sarily incurred in the performance of the duties 
of an office or employment of profit. 

(vii) Any receipts not being receipts arising from busi- 
ness or the exercise of a profession, vocation or 
occupation, which are of a casual and non-recur- 
ring nature, or are not by way of addition to the 
.remuneration of an employ^. 

{vUi) Agricultural income. 

In this sub-section “ charitable purpose ” includes relief of 
the poor, education, medical relief, and the advancement of any 
other object of general public utility. 


CHAPTER II. 


.. Income-tax Authorities. 


5. {1) There shall be the following classes of Income-tax 
authorities for the purposes of this Act, 
namely : — 


Income-tax authorities. 


(a) ' a Board of Inland Revenue, 

(h) -Commissioners of Income-tax, 

(c) Assistant Commissioners of Income-tax, and 
{d) Income-tax Officers. 

{2) The Board_ of Inland Revenue shall consist of one or 
more persons appointed by the Governor General in Council. 

(3) There shall be a Commissioner of Income-tax for each 
province who shall be appointed by the Governor General in 


P, 18, 
19. 

P.18. 

P.20, 

P. 21. 

P. 2. 

P.22. 
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Council after consideration of any recommendation made by the 
Local Government in this behalf . 

(4) Assistant Commissioners of Income-tax and Income-tax 
Officers shall, subject to the control of the Governor General in 
Council, be appointed by the Commissioner of Income-tax, by 
order in writing. They shall perform their functions in respect 
of such classes of persons and such classes of income and in res- 
pect of such areas as the Commissioner of Income-tax may 
direct. The Commissioner may, by general or. special order in 
writing, direct that the powers conferred on the Income-tax 
Officer and the Assistant Commissioner by or under this Act 
shall, in respect of any specified case or class of cases, be exercised 
by the Assistant Commissioner and the Commissioner, resiDec- 
tively, and, for the purposes of any case in respect of which such 
order applies, references in this Act or in any rules made here- 
under to the Income-tax Officer and the Assistant Commissioner 
shall be deemed to be references to the Assistant Commissioner 
and the Commissioner, respectively. 

(5) The Board of Inland Revenue may, by notification in the 
Gazette of India, appoint Commissioners of Income-tax, Assist- 
ant Commissioners of Income-tax and Income-tax Officers to 
perform such functions in respect of such classes of persons or 
such classes of income, and for such area, as may be specified in 
the notification, and thereupon the functions so specified shall 
cease, within the specified area, to be performed, in respect of 
the specified classes of persons or classes of income, by the au- 
thorities appointed under sub-sections (5) and (4). 

(6) Assistant Commissioners of Income-tax and Income-tax 
Officers appointed under sub-section (4) shall, for the purposes 
of this Act, be subordinate to the Commissioner of Income-tax 
apiDointed under sub-section (5) for the province in which they 
perform their functions. 


CHAPTER III. . 

1’axable Income. 

P. 12. 6* Save as otherwise provided, by this Act, the following: 

Heads of income l^eads of incoDie, profits and gains, shall be- 
chargeaWe to income- chargeable to income-tax in the manner here- 
. inaf ter appearing namely : — 

(i) Salaries. 

(ii) Interest on securities. 

(in) Property. 
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{iv) Business. 

{v) Professional earnings. 
{vi) Other sources. 


7. (1) The tax shall be payable by an assessee under the 

Salaries head “ Salaries ” in respect of any salary or 

wages, any annuity, pension or gratuity, and 
any fees, commissions, perquisites or profits received by him in 
lieu of, or in addition to, any salary or wages, which are paid 
by or on behalf of Government, a local authority, a company, 
or any other public body or association, or by or on behalf of any 
private employer ; 

Provided that the tax shall not be payable in respect of any 
sum deducted under the authority of Government from the salary 
of any individual for the purpose of securing to him a deferred 
annuity or of making provision for his wife or children, pro- 
vided that the sum so deducted shall not exceed one-sixth of the 
salary. 

{2) Any income which would be chargeable under this head 
if paid in British India shall be deemed to be so chargeable if 
paid to a British subject or any servant of His Majesty in any 
part of India by Government or by a local authority established 
by the Governor General in Council, y. 

8. The tax shall be payable by an assessee under the head 

_ ^ “Interest on securities” in respect of the in- 

Interest on securities. . . 

terest receivable by him on any security oi the 
Government of India or of a Local Government, or on debentures 
or other securities for money issued by or on behalf of a local 
authority or a company : 

Provided that no income-tax shall be payable on the interest 
receivable on any security of the Government of India issued or 
declared to be income-tax free : 

Provided, further, that the income-tax payable on the inter- 
est receivable on any security of a Local Government issued in- 
come-tax free shall be payable by that Local Government. 

9. (1) The tax shall be payable by an assessee under the head 

„ , ‘‘ Property ” in respect of the bond fide annual 

value of property consisting of any buildings 
or lands appurtenant thereto of which he is the owner, other than 
such portions of such property as he may occupy for the purposes 
of his business, subject to the following allowances, namely ; — 

(^) where the property is in the occupation of the owner, 
or where it is let to a tenant and the owner has un- 


A 


P. 20, 

21, 23. 


P. 10, 
52. 


P. 1, 14, 
24. 


P. 15, 
25. 


P. 10. 


P. 26, 
28, 29. 


P. 29. 
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?• S9. 


P. 30. 


P.49. 


P.31. 


P.33. 


P. 83. 


P. 37. 


dertaken to bear the cost of repairs, a sum equal to. 
' one-sixth of such value ; 

{ii) where the property is in the occupation of a tenant 
who has undertaken to bear the cost of repairs, -the 
difference between such value and the rent paid by 
the tenant up to but not exceeding one sixth of 
such value; 

{in) the amount of any annual premium paid to insure 
the property against risk of damage or destruction ; 

(iv) where the property is subject to a mortgage or charge 

or to a ground rent, the amount of any interest on 
such mortgage or charge or of any such ground 
rent; 

(v) any sums paid on account of land-revenue in respect 

of the propert}'- ; 

(vi) in respect of collection charges, a sum not exceeding 

the prescribed maximiun ; 

(vii) in respect of vacancies, such sum as the Incdme-t ax 

Officer may determine having regard to the cir- 
cumstances of the case : ^ 

Provided that the aggregate of the allowances made under 
this sub-section shall in no case exceed the annual value. 

{£) For the purposes of this section, the expression “annual 
value” shall be deemed to mean the sum for which the property 
might reasonably be expected to let from year to year : 

Provided that, where the property is in the occupation of the 
owner for the purposes of his own residence, such sum shall, for 
the purposes of this section, be deemed not to exceed ten per cent, 
of the total income of the owner. 


P. 34,47. 


P.34, 
36, 37. 

P. 38. 


10. (1) The tax shall be payable by an assesses under the head 
_ . “Business” in respect of the profits or gains 

or any business earned on by liim. 

(2) Such profits or gains shall be computed after making the 
following allowances, namely : — 

(i) any rent paid for the premises in which such busi- 
ness is carried on, provided that, when any sub- 
stantial part of the premises is used as a'dwelling- 
house by the assessee, the allowance under this 
clause shall be such sum as the Income-tax Officer 
may determine having regard to the proportional 
part so used ; 


R.7. 



P. 39. 


(Ji) in respect of repairs, where the assessee is the tenant 
only of the premises, and has undertaken to 
bear the cost of such' repairs, the amount paid on 
account thereof, provided that, if any substantial 
jpart of the premises is used by the assessee as a 
^dwelling-house, a proportional part only of such 
amount shall be allowed; 

{in) in respect of capital borrowed for the purposes of 
the business, where the payment of interest there- 
on is not in any way dependent on the earning of 
profits, the amount of the interest paid; 

Exi)lmation . — Recurring subscrix3tions paid periodical- 
ly’- by shareholders or subscribers in such Mutual 
Benefit Societies as may be prescribed, shall be 
deemed to be capital borrowed within the meaning 
of this clause; 

{iv) in respect of insui’ance against risk of damage or 
destruction of buildings, machinery, plant, furni- 
ture, stocks or sf.ores, used for the purposes of the 
business, the amount of any premium paid;" 

(?;) in respect of current repairs to such buildings, 
machinery, plant, or furniture, the amount paid 
on account thereof ; 

{m) in respect of depreciation: of such buildings, 
machinery, plant, or furniture being the property 
of the assessee, a sum equivalent to such percent- 
' age on the original cost thereof to" the assessee as 
may in any case or class of cases be prescribed ; 

Provided that — 

{a) the prescribed particulars have been duly furnished; 

(h) where full effect cannot be given to any such allowance 
in any year owing to there being no profits or gains 
chargeable for that year,' or owing to t^e profits 
or gains chargeable being less than the allowance, 
the allowance or part of the allowance to which 
effect has not been given, as the case may be, shall 
be added to the amount of the allowance for depre- 
ciation for the following year and deemed to be 
part of that allowance, or, if there is no such al- 
lowance for that year, be' deemed to be the allow- 
ance for that ymar, and so on for succeeding years; 
and 

(c) the aggregate of all such allowances made under this 
Act or any Act re]3ealed hereby, or under the 




P.40. 

P. 41. 

P. 39. 
P. 42. 

R. 8-9. 



fo 


P.43. 


P. 44, 49. 

P. 36, 

45, 47. 


Indian Income-tax Act, 1886, shall, in no case, ex- 
ceed the original cost to the assessee of the build- 
ings, machinery, plant, or furniture, as the case 
may be ; 

(?'n) in respect of any machinery or plant which, in con-- 
sequence of its having become obsolete, has been 
sold or discarded, the difference between the ori- 
ginal cost to the assessee of the machinery or plant 
as reduced by the aggregate of the allowances made 
in respect of depreciation under clause {vi), or any 
Act repealed hereby, or the Indian Income-tax 
Act, 1886, and the amount for which the machin- iiofisse. 
ery or plant is actually sold, or its scrap value; 

{viii) any sums paid on account of land-revenue, local rates 
or municipal taxes in respect of such part of the 
premises as is used for the purposes of the busi- 
ness; 

(iai) any expenditure (not being in the nature of capital 
expenditure) incurred solely for the purpose of 
earning such profits or gains. 


P. 34. 


P. 34. 


P. 49. 


P.14. 


P. 26. 


P. 48, 
49. 


(3) In sub-section (2), the word “paid” means actually paid 
or incurred according to the method of accounting upon the basis 
of which the profits or gains are computed under this section. 

11. (1) The tax shall be payable by an assessee under the 

„ , . , . head “Professional earnings” in respect of 

i’rof essional earnincs. , . o , • p ° p • 

the profits or gains of any profession or voca- 
tion followed by him. 

(^) Such profits or 'gains shall be computed after making al- 
lowance for any expenditure (not being in the nature of capital 
expenditure) incurred solely for the purposes of such profession 
or vocation, provided that no allowance shall be made on account 
of any personal expenses of the assessee. 

(3) Professional fees paid in any part of India to a person' 
ordinarily resident in British India shall be deemed to be pro- 
fits or gains chargeable under this head. 

12. (I) The tax shall be payable by an assessee under the- 

^ , head “Other sources” in respect of income. 

Other sources. n, i • p i i in 

pronts and gains of every kind and from every 
source to which this Act applies (if not included under any of 
the preceding heads) . 

{S) Such income, profits and gains shall be computed after 
making allowance for any expenditure (not being in the nature 
of capital expenditure) incurred solely for the purpose of making. 
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IX of 1897. 
V of 1912. 


or earning such income, profits or gains, provided that no allow- 
ance shall be made on account of any personal expenses of the 
assessee. 

13. ' Income, profits and gains shall be computed, for the pur- 

,, ,, j poses of section's 10, 11 and 12, in accordance 

Metliod of accounting. 

With the method oi accounting regularly em- 
ployed by the assessee : 

Provided that, if no method of accounting has been regular- 
ly employed, dr if the method employed is such that, in the opi- 
nion of the Income-tax Officer, the income, profits and gains can- 
not properly be deduced therefrom, then the computation shall 
be made upon such basis and in such manner as the Income-tax 
Officer may determine. 

14. (2) The tax shall not be payable by an assessee in respect 
Exemptions of a of any sum wEich he rcceivcs as a member of a 

general nature. Hindu Undivided family. 

(£) The tax shall not be payable by an assessee in respect of — 

(a) any sum which he receives by way of dividend as a 
; shareholder in a company where the profits or gains 
of the company have been assessed to income-tax ; 
or 

(If) such an amount of the profits or gains of any firm 
which have been assessed to income-tax as is pro- 
portionate to his share in the firm. 

16. (I) TJie tax shall not be payable by an assessee in respect 
of any sums paid by him to effect an insurance 
Eis owu Hfc OT ou the life of his wife, or 
in respect of a contract for a deferred annuity 
on his O'wn life or on the life of his wife, or as a contribution to 
any Provident Pund to which the Provident Funds Act, 1897, 
applies or to any Provident Fund which complies with the provi- 
sions of the Provident Insurance Societies Act, 1912, or has been 
exempted from the provisions of that Act. 

(£) Where the assessee is a Hindu undivided family, there 
shall be exempted under sub-section (1) any sums paid to effect 
an insurance on the life of any male member of the family or 
of the wife of any such member. 

(S) The aggregate of any sums.exempted under this section 
shall not, together with any sums exempted under the ' proviso 
to sub-section (1) of section 7, exceed one-sixth of the total income 
of the assessee. 


P. 34. 
35, 46. 


P. 10, 
50o 


P. 9, 51. 


P.10, 

5S. 


P. 10. 
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F. 10. 


F. 53, 
58. 


P. 10, 
54 . 


P. 55. 


P. 23, 
62, 56. 


16. (I) In computing the total income of an assessee sums’' '! 
EMn,pti«™ .nd o:c- exempted imder the proviso to sub-section (2) 
duBions in detcrmin- of SectlOU 7, tile pl’OVlSOS tO SBCtlOU 8, SUD- ' , 

mg the total income. gectioU (£) of SCCtioU 14 and Sectioil 15 J shall 

be included. 


(£) For the purposes of sub-section (1), any sum mentioned 
in clause (a) of sub-section (£) of section 14 shall be increased by 
the amount of income-tax payable by the company in respect of 
the dividend received. 

17. l¥liere owing to the fact that the total income of anv 
Reduction of tax ^ssessee has reached or exceeded a certain 
when margin above a limit he is liable to pay iiicome-tax or to pay 
certain limit i.b small, incomc-tax at a higher rate, the amount of 

income-tax payable by him shall, where necessary, be reduced so 
as not to exceed the aggregate of the following amounts, 
namel}’' 

(a) the amount which would liave been payable if his 

total income had been a sum less by one rupee than 
that limit, and 

(b) the amount by which his total income exceeds that 

sum. 


■ CHAPTER TV. 

Deductions and Assessment. 

18. (l) Income-tax shall, unless otherwise prescribed in the 
Payment by deduc- casc of any secui’ity of the Government of 
tion at source. India, bc leviable in advance by deduction at 

the time of paAunent in respect of income chargeable under the 
following heads : — 

(i) “ Salaries ” ; and 

(ii) “ Interest on securities.' 

(£) Ahy person responsible for paying any income charge- 
able under the head “ Salaries ” shall, at the time of paATOent, 
deduct income-tax on the amount payable at the rate applicable 
to the estimated income of the assessee under this head : 

Provided that such person may, at the time of ma.ldng any 
deduction, increase or reduce the amount to be deducted under 
this sub-section for the purpose of adjusting any excess or defi- 
ciency arising out of any previous deduction or failure to 
deduct. 
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(3) The person responsible for paying any income charge- 
able under the head “ Interest on securities ” shall, at the time 
of payment, deduct income-tax on the amount of the interest 
payable at tbe maximum rate. 

(4) All sums deducted in accordance with the provisions of 
this section shall, for the purpose of computing the income of 
an assessee, be deemed to be income received. 

(5) Any deduction made in accordance with the provisions 
of this section shall be treated as a payment of income-tax on 
behalf of the person from whose income the deduction was made, 
or of the owner of the security, as the case may be, and credit 
shall be given to him therefor in the assessment, if any, made 
for the following year under this Act : 

Provided that, if such person or such o'wner obtains," in 
af oordaiice with the provisions of this Act, a refund of any 
portion of the tax so deducted, no credit shall be given for the 
amount of such refund. 

- (6) All sums deducted in accordance with the provisions of 
this section shall be paid within the prescribed time by the per- 
son making the deduction to the credit of the Government of 
India, or as the Board of Inland Revenue directs. 

(7) If any such person does not deduct and pay the tax as 
required by this section, he shall, without prejudice to any other 
consequences which he may incur, be deemed to be personally in 
default in respect of the tax. 

. (8) The power to levy by deduction under this section shall 
be without prejudice to any other mode of recovery. 

(9) Every person deducting income-tax in accordance with 
the provisions of sub-section (3) shall, at the time of payment of 
interest, furnish to the person to whom the interest is paid a 
certificate to the effect that income-tax has been deducted, and 
specifying the amount so deducted, the rate at which the tax has 
been deducted, and such other particulars as may be prescribed. 

19. In the case of income chargeable under any other- heads 
Payment in other than tliose mentioned in sub-section (I) of 

cases. section 18, and in any case where income-tax 

has not been deducted in accordance with the provisions of that 
section, the tax shall be payable by the assessee direct. 

20. The principal officer of every company shall, at the time 

r. of distribution of dividends, furnish to everv 

pan^ to shareholders poTsou receiving a dividend a certificate to 
receiving diyidends. effect that the Company has paid' or will 


P. 21, 
25, m. 

P. 53, 

P. 55, 


R. 10 
— 12 . 


P. 55. 


P. 57, 
84. 

R. IS. 

P. 55. 

P. 58, 
, 84, 
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R. 14. 

R. 15. 

P. 7, 59. 

R. 17. 


R. 16. 


P. 10, 
60, 62, 
63. 

R. 18. 


P. 10. 
61, 62. 

R. 19. 

P. 62, 


pay income-tax on the profits wliich are being distributed, and 
specifying such other particulars as may be prescribed. 

21. The prescribed person in the case of every Government 
office, and the princij)al officer or the pre- 
Annuai return. scribed pcrson in the case of every local 

authority, company or other public body or association, and 
every private employer shall prepare, and, within thirty days 
from the 31st day of March in each j^ear, deliver or cause to be 
delivered to the Income-tax Officer in the prescribed form, a 
return in writing showing — 


(a) the name and, so far as it is known, the address, of 

every person who was receiving on the said 31st day 
of March, or has received during the year ending 
on that date, from the authority, company, body, 
association or private employer, as the case may 
be, any income chargeable under the head “ Sala- 
ries ^ ' of such amount as may be prescribed ; 

(b) the amount of the income so received by each such 

person, and the time or times at which the same 
was paid ; 

(c) the amount deducted in respect of income-tax from 

the income of each such person. 


22. (1) The principal officer of every company shall prepare, 
„ , . and, on or before the fifteenth day of June 

. in each year, furnish to the Income-tax Officer 
a return, in- the prescribed form and verified in the prescribed 
manner, of the total income of tlie company during the previous 
year ; 


Provided that the Income-tax Officer may, in his discretion, 
extend the date for the delivery of the return in the case of any, 
company or class of companies. 

(S) In the case of any person other than a company whose 
total income is, in the Income-tax Officer’s opinion, of such an 
amount as to render such person liable to income-tax, the In- 
come-tax Officer shall. serve a notice upon him requiring him to 
furnish, within such period, not being less than thirt}’- days as 
may be specified in the notice, a return in the prescribed form 
and verified in the prescribed manner setting forth (along with 
such other particulars as may be provided for in the notice) his 
total income during the previous year. 

{3) If any person has not furnished a return- within the time 
allo\yed by or under sub-section (I) or sub-section (2), or having 
furnished a return under either of those sub-sections, discovers 
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any omission or wrong statement therein, he may furnish a 
return or a revised return, as the case may be, at any time before 
the assessment is made, and any return so made shall be deemed 
to be a return made in due time imder this section. 

(4) The Income-tax Officer may serve on the principal officer P. 64, 
of any company or on any person upon whom a. notice has been 83. 
served under sub-section (£) a notice requiring him, on a date to 
be therein specified, to -produce, or cause to be produced, such 
accounts or documents as the Income-tax Officer require ; 

Provided that the Income-tax Officer shall not require the 
production of any accounts relating to a period more than three 
3 ^ears prior to the previous j^ear. 

23. (1) If the Income-tax Officer is satisfied that a return 

made under section 22 is correct and complete, P. 10, 
ssessmen . shall asscss the total income of the assessee, 71. 

and shall determine the sum pajmble by him on the basis of such 
return. 

(£) If the Income-tax Officer has reason to believe that a 
return made under section 22 is incorrect or incomplete he shall P. 65, 

serve on the person who made the return a notice requiring him, 66. 
on a date to be therein specified, either to attend at the Income- 
tax Officer’s office or to produce, or to cause to be there produced, 
any evidence on which such person may rely in support of the 
'return. 

- (3) On the day specified in the notice issued under sub- p. 10. 
section {£), or as soon afterwards as may be, the Income-tax 
Officer, after hearing such evidence as such person may produce * 
and such other evidence as the Income-tax Officer may require, 
on specified points, shall, by an order in writing, assess the total 
income of. the assessee, and determine the sum payable b};" him 
on the basis of such assessment. 

(4) If the principal officer of any company or any other P. 64, 
person fails to make a return under sub-section {1) or sub-section 65. 
{£) of section 22, as the case ma}'^ be, or fails to comply with all 
the terms of a notice issued under sub-section (. 4 ) of the same sec- 
tion or, having made a return, fails to comply -with all the 
terms of~a notice issued under sub-section {£) of this section, 
the Income-tax Officer shall make the assessment to the best of his 
judgment. 

24. (I) Where any assessee sustains a loss of profits or gains P. 83, 

Set-off of loss in Under an^?- of the heads mentioned 67. 

computing aggregate in section 6, he shall be entitled to have the 

amount of the. loss set-off against his income, 
j)rofits or gains under any other head in that year. 
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{£) Where the assessee is a registered firm, and the loss sus- 
tained cannot wholly be set-off under sub-section (I), any member 
of such firm shall be entitled to have set-off against any income, 
profits or gains of the year in which the loss was sustained in 
respect of which the tax is payable by him such amount of .the 
loss not already set-off as is proportionate to his share in the 
firm. 

25. {!) Where any business, profession or vocation com- 
Assessment in case menccd after the 31st day of March, 1922, is 
of discontinued busi- discontinued in any year, an assessment may 

be made in th a.t' year on the basis of the i ncome, 
profits or gains of the period between the end of the pervious year 
and the date of such discontinuance in addition to tlie. assess- 
ment, if any, made on the basis of the income; profits or gains 
of the previous year. ' 

(£) Any person discontinuing any such business, profession 
of vocation shall give to the Income-tax Officer notice of such dis- 
continuance within fifteen days thereof, and, wliere any person 
fails to give the notice required by this sub-section, the Income- 
tax Officer may direct that a sum shall lie recovered from him 
by way of penalty not exceeding the amount of tax subsequently 
assessed on him in respect of any income, profits or gains of the 
business, profession or vocation up to the date of its discon- 
tinuance. . 

(3) Wliere any business, profession or vocation which was 
in existence at the commencement of this Act, and on which tax 
was at any time charged under the provisions of the Indian 
Income-tax Act, 1918, is discontinued, no tax shall be payable vn of lais,. 
in respect of the income, profits and gains of the period between 

the end of the previous year and the date of such discontinuance, 
and the assessee may further claim that the income, profits ancl 
gains of the previous year shall be deemed to have been the in- 
come, profits and gains of the said period. Where any such 
claim is made, ah assessment shall be made on the basis of the 
income, profits .and gains of the said period, and if an amount 
of tax has already been paid in respect of the income, profits and 
gains of the previous year exceeding the amount payable on the 
basis of such assessment, a refund shall be given of the difference. 

(4) Where an assessment is to be made under sub-section (1) 
or sub-section (3), the Income-tax Officer may serve on the person 
whose income, profits and gains are to be assessed, or, in the 
case of a firm, on any person who was a member of such firm at 
the time of its discontinuance, or, in the case of a company, , on 
the principal officer thereof, a notice containing all or any of the 
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requirements wliicli may be included in a notice under sub- 
section {2) of section 22, and tlie x^rovisions of this Act shall, so 
far as may be, ajD^Dly accordingly as if the notice were a notice 
issued under that sub-section. 


26. Where anj^ change occurs in the constitution of a firm 
Change in on-nersiiip or wlicrc any person has succeeded to any busi- 
of hnainess. noss, profcssiou or vocation, the assessment 

shall be made on the firm as constituted, or on the person engaged 
in the business, profession or vocation, as the case may be, at the 
time of the malcing of the assessment. 


27. Where an assessee or, in the case of a company, the prin- 
c a n c c 1 1 n t i o n cipal officer tlicrcof , within one month from 
of assessment when the sei’vice of a uoticc of demand issued as 
cause IS shown. hereinafter provided, satisfies the Income-tax 
Officer that he was prevented by sufficient cause from making 
the return required by section 22, or that he did not receive the 
notice issued under sub-section (4) of section 22, or sub-section 
(2) of section 23, or that he had not a reasonable opportunity to 
comply, or was prevented by sufficient cause from complying, 
with the terms of the last-mentioned notices, the Income-tax 
Officer shall cancel the assessment and proceed to make a fresh 
assessment in accordance with the provisions of section 23. 


. 28. (?) If the Income-tax Officer, the Assistant Gommis- 

Pcnaity of conceal- siouer or the Commissioner in the course of 
ment of income. r^-Qy proceedings under this Act, is satisfied 

that an assessee has concealed the particulars of his income, or 
has deliberately furnished inaccurate particulars of such income, 
and has thereby returned it below its real amount, he may direct 
that the assessee shall, in addition to the income-tax payable by 
him, pay by wa.y of penalty a sum not exceeding the amount of 
income-tax which would have been avoided if the income so 
returned by the assessee had been accexited as the correct in- 
come : 


Provided that no such order shall be made, unless the 
assessee has been heard, or has been given a reasonable oiiportu- 
nity of being heard : 

Provided, further, that no prosecution for an offence against 
this Act shall be instituted in respect of the same facts on which 
a penalty has been imposed under this section. 

(2) An Assistant Commissioner or a Commissioner who has 
made an order under sub-section (?) shall forthwith send a copy 
of the same to the Income-tax Officer. 


P. 69, 
70. 


P. 62. 


P. 62, 
63. 
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29. When the Income-tax Officer has determined a sum to be 
^ ^ , payable by an assessee under section 23, or 

1 0 ice o email . -^yben an order has been passed under sub- 
section (^) of section 25 or section 28 for the payment of a penalty, 
the Income-tax Officer shall serve on the assessee a notice 
of demand in the prescribed form specifying the sum so j)ayable. 


30. (1) Any assessee objecting to the amount or rate at which 
Appeal against j^e is assessed under section 23 or section 27, 
Act. or denying his liability to be assessed under 

this Act, or objecting to a refusal of an Income-tax Officer to 
make a fresh assessment under section 27, or .to any order against 
him under sub-section (£) of section 25 or section 28, made by an. 
Income-tax Officer, may appeal to the Assistant Commissioner 
against the assessment or against such refusal or order : 

Provided that no appeal shall lie in respect of an assessment 
made under sub-section (4) of section 23, or under that sub- 
section read with section 27. 


(£) The appeal shall ordinarily be presented within thirty 
days of receipt of the notice of demand relating to the assess- 
ment or penalty objected to, or of the date of the refusal to make 
a fresh assessment under section 27, as the case may be; but the 
Assistant Commissioner may admit an appeal after the expira- 
tion of the period if he is satisfied that the appellant had suffi- 
cient cause for not presenting it within that period. 


(5) The appeal shall be in the prescribed form, and shall be 
verified in the prescribed manner. 

31. (I) The Assistant Commissioner shall fix a day and place 
„ . , , for the hearing of the appeal, and may from 

time to time adjourn the hearing. 


{2) The Assistant Commissioner may, before disposing of any 
appeal, make such further inquiry as he thinlcs fit, or cause fur- 
ther inquiry to be made by the Income-tax Officer. 

{3) In disposing of an appeal the Assistant Commissioner 
may, in the case of an order of assessment, — 


{d) confirm, reduce, enliance or annul the assessment, or 

(5) set aside tlie assessment and direct the Income-tax 
Officer to make a fresh assessment after making 
such further inquiry as the Income-tax Officer 
thinks fit or the Assistant Commissioner may 
direct, and the Income-tax Officer shall thereupon 
proceed to make such fresh assessment. 
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or, in the cases of an order under sub-section {2) of section 25 or 
section 28, 

(c) confirm, cancel or vary such order : 

Provided that the Assistant Commissioner shall not enhance 
an assessment unless the appellant has had a reasonable oppor- 
tunity of showing cause against such enhancement. 

32. (1) Any assessee objecting to an order passed by an As- P. 75, 
sistant 'Commissioner under section 28 or to 
Appeals against an or^dor enhancing his assessment under sub- 
Gommissiraer.'^^^^*'^”* scction (S) of section 31, may appeal to the 

Commissioner within thirty days of the mak- 
ing of such order. 

{£) The appeal shall be in the prescribed form, and shall be R. 22. 
verified in the prescribed manner. 

(5) In disposing of the appeal the Commissioner may, after 
giving the appellant an opportunity of being heard, pass such 
orders thereon as he thinks fit. 


33. (I) The Commissioner may of his own motion call for P, 76. 

Tj . . the record of any proceeding under this Act' 

which has been taken by any authority subor- • 
dinate to him or by himself when exercising the ppwers of an 
Assistant Commissioner under sub-section (4) of section 5. 

{£) On receipt of the record the Commissioner may make 
such inquiry or cause such inquiry to be made and, subject to the 
provisions of this Act, may pass such orders thereon as he thinks 
tit : 

Provided that he shall not pass any order prejudicial to an 
assessee without hearing him or giving him a reasonable oppor- 
tunity of being heard. 

34. If for any reason income, profits or gains chargeable to P. 77c 

income-tax has escaped assessment in any year 
Income escaping Qr has been assessed at too low a rate, the In- 
' ' ^ come-tax Officer may, at any time within one 

year of the end of that year, serve on the person liable to pay 
tax on such income, profits or gains, or, in the case of a company, 
on the principal officer thereof, a notice containing all or any of 
the. requirements which may be included in a notice under sub- 
section (2) of section 22, and may proceed to assess or re-assess 
-such income, profits or gains, and the provisions of this Act shall, 
so far as may be, apply accordingly as if the notice were a notice 
issued under that sub-section : 
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Provided that the tax shall be charged at the rate at -which 
it would have been charged had the income, profits or gains not 
escaped assessment or full assessment, as the case may be. 

P. 78. 35. (1) The Income-tax Officer may, at any time within one 

Rectification of mis- year from the date of any demand made upon 
an assessee, on his ovm motion rectify an^^ 
mistake apparent from the record of the assessment, and shall 
within the like period rectify any such mistake which has been 
brought to his notice by such assessee : 

Provided that no such rectification shall be made, having the 
effect of enhancing an assessment unless the Income-tax Officer 
has given notice to the assessee of his intention so to do and has 
allowed him a reasonable opportunity of being heard. 

(£) Where any such rectification has the effect of reducing 
the assessment, the Income-tax Officer shall malce any refund 
which may be due to such assessee. 

(5) Where any such rectification has the effect of enliancing 
the assessment, the Income-tax Officer shall serve on the assessee 
a notice of demand in the prescribed form specifying the sum 
payable, and such notice of demand shall be deemed to be issued 
under section 29, and the provisions of this Act shall apply ac- 
cordingly. 


P. '/9. 36. In the determination of the amount of tax or of a refund 

Tax to be calculated payable under this Act, fractions of an anna 
to nearest anna. Iqss than six pics sliall be disregarded, and 

fractions of an anna equal to pr exceeding six pies shall be re- 
garded as one anna. 


P, 65. 82. 37. The Income-tax Officer, Assistant Commissioner and 

Commissioner shall, for the purposes of this 
dencron oath,^ etc.^' ^ Chajiter, havo the same powers as are vested 

in a Court under the Code of Civil Procedure, 
1908, when trying a suit in respect of the following matters, 
namely : — 


(a) enforcing the attendance of any x^erson and examin- 

ing him on oath or affirmation ; 

(b) comxDelling the production of documents; and 

^ (c) issuing commissions for the examination of witnesses ; 

P. 65. and any proceedihg before an Income-tax Officer, Assistant 
Commissioner or Commissioner mnder this Chapter shall be 
deemed to be a “judicial proceeding” within the meaning of sec- 
tions 193 and 228 of the Indian Penal Code. 


V of 1908. 


XLV of 18(50. 
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38. The Income-tax Officer or Assistant Commissioner may, 
Power to caiL for for the purposes of this Act, — 

(1) require any firm, or Hindu undivided family to fur- 

nish him with a return of the members of the firm, 
or of the manager or adult male members of the 
family, as the case may be, and of their addresses; 

(2) require any person whom he has reason to believe to 

be a trustee, guardian, or agent, to furnish him 
with a return of the names of the persons for or of 
whom he is trustee, guardian, or agent, and of 
their addresses. 

39. The Income-tax Officer or Assistant Commissioner, or 

any person authorised in writing in this be- 
Power to inspect the fialf by the Income-tax Officer or Assistant 
Commissioner, may inspect and, if necessary, 
take copies, or cause copies to be taken, of any 
register of the members, debenture-holders or mortgagees of any 
company or of any entry in such register. 


CHAPTER V. 

Liability in Special Cases. * 

40. In the case of any guardian, trustee or agent of any per- 
Guardians, trustees son being a minor, lunatic or idiot or residing 

and agents. out of BritisTi India (all of which persons are 

hereinafter in this section included in the term beneficiary) be- 
ing in receipt on behalf of such beneficiary of anj^ income, profits 
-or gains chargeable under this Act, the tax shall be levied upon 
and recoverable from such guardian, trustee or agent, as the case 
may be, in like maimer and to the same amount as it would be 
leviable upon and recoverable from any such beneficiary if of 
full age, sound mind, or resident in British India, and in direct 
receipt of such income, profits or gains, and all the provisions 
(of this Act shall apply accordingly. 

41. In the case of income, profits or gains chargeable under 

„ , ^ ^ , this Act which are received by the Courts of 

our so ar s,- e c. yy^rds, the Administrators-General, the Offi- 
cial Trustees or by any receiver or manager (including any per- 
son whatever his designation who in fact manages property on 
behalf of another) appointed by or under any order of a Court, 
the tax shall be levied upon and recoverable from such Court of 
Wards, Administrator-General, Official Trustee, receiver or 
manager in the like manner and to the same amounts as it would 


P. 65. 


P. 80. 


P. 81. 
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P. 14, 49, 
81, 82. 

P. 83. 

P. 82. 


P. 82. 
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be leviable upon and recoverable from any person on vs^hose be- 
half such income, profits or gains are received, and all the pro- 
visions of this Act shall apply accordingly. 

42. (1) In the case of any person residing out of British In- 
dia, all profits or gains accruing or arising to- 
Non-residents. pcrson, whether directly or indirectly, 

through or from any business connection or propertjr in British 
India, shall be deemed to be income accruing or arising within 
British India, and shall be chargeable to income-tax in the name 
of the agent of any such person, and such agent shall be deemed 
to be, for all the purposes of this Act, the assessee in respect of 
such income-tax : 

Provided that any arrears of tax may be recovered also in ac- 
cordance with the provisions of this Act from any assets of the 
non-resident person which are, or may at any time come, within 
British India. 


(^) Where a person not resident in British India, and not 
being a British subject or a firm or company constituted within 
His Majesty’s dominions or a branch thereof, carries on business 
with a person resident in British India, and it appears to the 
Income-tax Officer or the Assistant Commissioner, as the case 
may be, that owing to the close connection between the resident 
and the non-resident person and to the substantial control exer- 
cised by the non-resident over the resident, the course of business 
between those persons is so arranged, that the business done by 
the resident in pursuance of his connection with the non-resi- 
dent produces to the resident either no profits or less than the 
ordinary profits which might be expected to arise in that busi- 
ness, the profits derived therefrom or which may reasonably be 
deemed to have been derived therefrom, shall be chargeable ta 
income-tax in the name of the resident person who shall be deem- 
ed to be, for all the purposes of this Act, the assessee in respect 
of such income-tax. 

43. Any person employed by or on behalf of a person resid- 
Agent to include 0 ^^ of British India, or having any busi- 
persons treated as ness Connection with such person, or through 

whom such person is in the receipt of any in- 
come, profits^ or gains upon whom the Income-tax Officer has 
caused a notice to be served of his intention of treating him as 
the agent of the non-resident person shall, for all the purposes of 
this Act, be deemed to be such agent : 

Provided that no person shall be deemed to be the agent of a 
non-resident person, unless he has had an opportunity of being 
heaid by the Income-tax Officer as to his liabilitv. 

^ » V 
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44. Where any business, profession or vocation carried on 

Liability in case of ^ t»een discontinued, every person 

a discontmned firm or .wbo was at the time of such discontinuance a 
partnership. member of such firm shall be jointly and sev- 

erally liable for the amount of the tax payable in respect of the 
income, profits and gains of the firm. 


CHAPTER VI. 


Recovery oe Tax and Penalties. 

45. Any amount specified as payable in a notice of demand 
under section 29 or an order under section 31 
as w en paya e. scction 32 or scction 33, shall be paid with- 
in the time, at'the place and to the person mentioned in the no- 
tice or order, or if a time is not so mentioned, then on or before 
the first day of the second month following the date of the service 
of the notice or order, and any assessee failing so to pay shall be 
deemed to be in default, provided that, when an assessee has 
presented an appeal under section 30, the Income-tax Officer may 
in his discretion treat the assessee as not being in default as long 
as such appeal is undisposed of. 


46. { 1 ) When an assessee is in default in making a payment 
Mode and time' of of inoome-tax, the Income-tax Officer may in 
recovery. bis discretion direct that, in addition to the 

amount of the arrears, a sum not exceeding that amount shall 
be recovered from the assessee by way of penalty. 

{£) The Income-tax Officer may forward to the Collector a 
certificate under his signature specifying the amount of arrears 
due from an assessee, and the Collector, on receipt of such certi- 
ficate, shall proceed to recover from such assessee the amount 
specified therein as i f it were an arrear of land-revenue. 


( 3 ) In any area, with respect to which the Commissioner has 
directed that any arrears may be recovered by any process en- 
forceable for the recovery of an arrear of any municipal tax or 
local rate imposed under any enactment for the time being in 
force in any part of the province, the Income-tax Officer may 
proceed to recover the amount due by such process. 

(.4) The Commissioner may direct by what authority any 
powers or duties incident under any such enactment as aforesaid 
to the enforcement of any process for the recovery of a munici- 


P. 69. 


P. 83. 


P. 83. 


P. 83. 


P. 83. 


P. 83. 
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P. 10, 58, 
84. 


P. 9, 10, 
51, 67, 
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pal tax or local rate shall be exercised or performed when that 
process is employed under sub-section (5)., 

(5) If any assessee is in receipt of any income chargeable 
under the head “ Salaries/’ the Income-tax Officer may require 
any person paying the same to deduct from any payment sub- 
sequent to the date of such requisition any arrears due from 
such assessee, and such person shall comply with any such requi- 
sition, and shall pay the sums so deducted to the credit of the 
Government of India, or as the Board of Inland Revenue directs. 

( 6 ) The Local Government may direct with respect to any 
sj^ecified area, that income-tax shall be recovered therein, with, 
and as an addition to, any municipal tax or local rate by the 
same person and in the same manner as the municipal tax or 
local rate is recovered. 

( 7 ) Save in accordance with the’ provisions of sub-section 
(!) of section 42, no joroceedings for the recovery of any sum 
payable under this Act shall be commenced after the expiration 
of one year from the last day of the year in which any demand 
is made under this Act. 

47. Any sum imposed by way of penalty under the j^rovisions 
Eecovery of penal- oi sub-scctiou {£) of scctiou 25, scction 28 or 
ties. • sub-section (1) of section 46, shall be recover- 

able in the manner provided in this Chapter for the recovery of 
arrear of tax. 


CHAPTER VII. j 
Refunds. 

48. (1) If a shareholder in a company who has received any 
dividend therefrom satisfies the Income-tax 
e un s. Officer that the rate of inconie-tax applicable 

to the profits or gains of the company at the time of the declara- 
tion of such dividend is greater than the rate applicable to his 
total income of the year in which such dividend was declared, 
he shall, on production of the certificate received b}’’ him under 
the provisions of section 20, be entitled to a refund on the 
amount of such dividend (including the amount of the tax there- 
on) calculated at the difference between those rates. 

{£) If a member of a registered firm satisfies the Income-tax 
Officer that the rate of income-tax applicable to his total income 
of the previous year was less than the rate at which income-tax 
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has been levied on the profits or gains of the firm of that year, 
he shall be entitled to a refund on his share of those profits or 
gains calculated at the difference between those rates. 

{3) If the owner ' of a securitj'^ from the interest on which, P. 10, 
or any person from whose salary, income-tax has been deducted 55, 57, 
in accordance with the provisions of section 18, satisfies the ^ 84. 

Income-tax Officer that the rate of income-tax applicable to his , 
total income of the previous year was less than the rate at which 
income-tax has been charged in making such deduction in that 
year, he shall be entitled to a refund on the amount of interest 
or salary from which such deduction has been made calculated 
at the difference between those rates. 

49. (1) If 'any person who has paid Indian income-tax for p. 85. 

Relief in respect of ' ^ny year on any part of his income proves to 

United Kingdom in- the satisfaction of the Income-tax Officer that 
come-tax. United Kingdom income-tax for 

that j^’ear in respect of the same part of his income, and that the 
rate at which he was entitled to, and has obtained, relief undei* 
the provisions of section 27 of the Finance Act, 1920, is less than 
the Indian rate of tax charged in respect of that part of his in- 
come, he .shall be entitled to a refund of a sum calculated on that 
part of his income at a rate equal to the difference between the 
Indian rate of tax and the rate at which he was entitled to, and 
obtained, relief under that section : 

Provided that the rate at which the refund is to be given 
shall not exceed one-half of the Indian rate of tax. 

{2) In sub-section (1) — 

{a) the expression ” Indian income-tax ” means income- 
tax and super-tax charged in accordance with the 
provisions of this Act ; 

(&) the expression Indian rate of tax ” means the 
amount of the Indian income-tax divided by the 
income on which it was charged ; 

(c) the expression “ United Kingdom income-tax ” means • 
income-tax and super-tax chargeable in accordance ' 
with the provisions of the Income-tax Acts. 

50. ISTo claim to any refund of income-tax under this Chapter P. 84. 

Limitation of claims shall be allowed, unless it is made within one 

for refund. year from the last day of the yea r in which 

the J_ax_was_ recovered. 



26 


CHAPTER VIII. 


Offences and Penalties. 


Failure to make 
payments or deliver 
returns or statements 
01 allow inspection. 


61. If a person fails without reasonable 
cause or excuse — 


P. 55. 

(a) 


(&) 

P. 59, 60, 

{c) 

61, 62. 

P. 64. 

id) 


to deduct and pajr aiij'- tax as required by section 18 or 
under sub-section (5) of section 46 ; ' 

to furnish a certificate required by sub-section (9) of 
section ] 8 or by section 20 to be furnished ; 
to furnish in due time any of the returns mentioned in 
section 21, section 22, or section 38; 
to produce, or cause to be produced, on or before the 
date mentioned in any notice under sub-section (ij) 
of section 22, such accounts and documents as are 
referred to in the notice ; 


(e) to grant inspection or allow copies to be taken in ac- 
cordance with the provisions of section 39, 


P. 63, 
73. 


P. 63, 
86 . 


he shall, on conviction before a Magistrate, be punishable with 
fine which may extend to ten rupees for every day during which 
the default continues. 

52. If a person makes a statement in a verification mentioned 
False statement in section 22, OF sub-section (s) of section 30, 

declaration. OF sub-scction {£) of section 32 which is false, 

and which he either Imows or believes to be false, or does not 
believe to be true, he shall be deemed to have committed the offence 
described in section 177 of the Indian Penal Code. 

53. (I) A person shall not be proceeded against for an offence 
Prosecution to be at Under soction 51 OF scction 52 except at the 

instance of Assistant instance of the Assistant Commissioner. 

Commissioner. 

(S) The Assistant Commissioner may stay any such proceed- 
ing or compound any such offence. 

54. (1) All particulars contained in anj’’ statement made, 
' Disclosure of inform- return fuTuished OF accoucts or documents pro- 
ation by a public duccd Under the provisions of this Act, or in 

■ any evidence given, or affidavit or deposition 
made, in the course of any proceedings under this Act other than 
proceedings under this Chapter, or in any record of any assess- 
ment proceeding, or any proceeding relating to the recovery of a 
demand, prepared for the purposes^of this Act, shall be treated 


XLV of 1860. 
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as confidential, and, notwithstanding anjdliing contained in the 
Indian Evidence Act, 1872, no Court' shall, save as provided in 
this Act, be entitled to require any public servant to produce be- 
fore it any such return, accounts, documents or record or any 
part of any such record, or to give evidence before it in respect 
thereof. 

(S) If a public servant discloses any particulars contained in 
any such statement, return, accounts, documents, evidence, affi- 
davit, deposition or record, he shall be punishable with imprison- 
ment which may extend to six months, and shall also be liable 
to fine : 

Provided that nothing in this section shall apply to the dis- 
closure — 

(a) of any such particulars for the purposes of a prosecu- 

tion under section 193 of the Indian Penal Code in 
respect of any such statement, return, accounts, 
documents, evidence, affidavit or deposition,or for 
the purposes of a prosecution 'under this Act, or 

(b) of any such particulars to any person acting in the exe- 

cution of this Act where it is necessary to disclose 
the same to him for the pui'poses of this Act, or 

(c) of any such particulars occasioned by the lawful em- 

ployment under this Act of any process for the ser- 
vice of any notice or the recovery of any demand, 
or 

(d) of such facts to an authorised officer of the United 

Kingdom, as may be necessary to enable relief to 
be given under section 27 of the Finance Act, 1920, 
or a refund to be given under section 49 of this Act : 

Provided, further, that no prosecution shall be instituted 
under this section except with the previous sanction of the Com- 
missioner. 

fti 


CHAPTER IX. 

SuPER-TiVX, 

55. In addition to the income-tax charged for any year, there 
^ .shall be charged, levied and paid for that year 
large o aaper- ax. re.spect of the total iucome of the previous 

3 ^ear of any individual, unregistered firm, Hindu undivided 
family or company, an additional duty of income-tax (in this 


P. 2, 
9, 10, 
11 , 88 / 
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Act referred to as super-tax) at the rate or rates laid down for 
that year by Act of the Indian Legislature ; 

p. 51 , Provided that, where the profits and gains of an unregistered 

88. firm have been assessed to super-tax, super-tax shall not be pay- 
able by an individual having a share in the firm in respect of the 
amount of such profits and gains which is proportionate to his 
share. 

P. 10, 56. Subject to the provisions of this Chapter, the total income 

88. Total income for of individual, unregistered firm, Hindu 

purposes of super-tax. undivided family or company shall, for the 
purposes of super-tax, be the total income as assessed for the 
purposes of income-tax, and where an assessment of total in- 
come has become final and conclusive for the purposes of income- ' 
tax for any year, the assessment shall also be final and conclusive 
for the purposes of super-tax for the same year. 

P..89. 57. ( 1 ) In the case of any assessee residing out of .British 

Non-resident part- India wlio is a member of a registered firm, 
ners and shareholders, and whose share of the profits from such firm is 
liable to super-tax, the remaining members of such firm who are 
resident in British India shall be jointly and severally liable to 
pay the super-tax due from the non-resident member in respect 
of such share. 

{ 2 ) Where any assessee who is liable to pay super-tax on ' . 
the amount of the dividends receivable by him from any company 
is, to the knowledge of the principal officer of the company, resi- 
ding out of British India, the principal officer shall be liable to 
, pay the super-tax due by such non-resident person in respect of 
the dividends received by him from the company, and shall have 
power to deduct the amount of such super-tax from the amount 
payable by the company to such assessee. 

(5) Where any person pays any tax under the provisions of 
this section on account of an assessee who is residing out of Bri- 
tish India, credit shall be given therefor in determining the 
amount of the tax to be payable by any agent of such non-resident 
assessee under the provisions of sections 42 and 43. 

P. 84, 58. ( 1 ) All the provisions of this Act, except section 3, the 

88. Application of Act pi’oviso to sub-scction (l) of scction 7, the pro- 
to super-ta-x. visos to scctiou 8, sub-section ( 2 ) of section 14, 

and sections 15, 17, 18, 19, 20, 21 and 48 shall apply, so far as 
may be, to the charge, assessment, collection and recovery of 
super-tax, 

[^ 2 ) Save as provided in section 57, super-tax shall be payable 
by the assessee direct. 
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CHAPTER 




Miscellaneous, 


59. (I-) The Board' of Inland Revenue may, subject to the con- 
„ , , , trol of the Governor General in Council, make 

rules tor carrying out the purposes of this Act 
and for the ascertainment and determination of any class of 
income. Such rules may be made for the whole of British India 
or for such part thereof as ma)?- be specified. 

{2) Without prejudice to the generality of the foregoing 
power, such rules may — 

(a) prescribe the maimer in which, and the procedure 
by which, the income, profits and gains shall be ar- 
rived at in the case of — v 

(i) incomes derived in part from agriculture and 
in part from business ; 


(n) insurance companies; 

(iii) persons residing out of British India; 

(&) prescribe the procedure to be followed on applications 
for refunds; 

(c) provide for such arrangements with His Majesty’s 

Government as may be necessary to enable the ap- 
propriate relief to be granted under section 27 of 
the Finance Act, 1920, or under section 49 of this 
Act; 

(d) prescribe the year which, for the purpose of relief un- 

der section 49, is to lie taken as corresponding to 
the year of assessment for the purposes of section 
27 of the Finance Act, 1920; and 

(e) provide for any matter which by this Act is to be pre- 

scribed. 

{3) The power to make rules conferred by this section shall, 
except on the first occasion of the exercise thereof, be subject to 
the condition of previoue publication. 

(i) Rules made under this section shall be published in the 
Gazette of India, and shall thereupon have effect as if enacted 
in this Act. 


60. The Governor General in Council may, by notification in 
Power to make Gazette of India, make an exemption, re- 
exemptions, etc. duction in rate or other modification, in res* 


P. 90, 
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pect of income-tax in favour of any class of income, or in regard 
to tKe whole or any part of the income of any class of persons. 

61. Any assessee, who is entitled or required to attend be- 
Appearance by fore atiy Income-tax authority in connection 

tive. With any proceedings, under this Act, may at- 

tend either in person or by any person authorised by him in writ- 
ing in this behalf. 

62. A receipt shall be given for any money paid or recovered 
Eeceipts to be Under this Act. 

given. 


63. ( 1 ) A notice or requisition under this Act may be served 
on the person therein-named either by post or, 

Sei’vice of notices. •jj*. „• jr, 

as if it were a summons issued by a bourt, un- 
der the Code of Civil Procedure, 1908. 


{£) Any such notice or requisition may, in the case of a firm 
or a Hindu undivided family, be addressed to any member of the 
firm or on the manager, or any adult male member of the family. 


64. ( 1 ) Where an assessee carries oh business at any place, 
, he shall be assessed by the Income-tax Officer 

Place of assessment. « i i » 

of the area in which that place is situate or, 
where the business is carried on in more places than one, by the 
Income-tax Officer of the area in which his principal place of 
business is situate. 


{ 2 ) In all other cases an assessee shall be assessed by the In- 
come-tax Officer of the area in which he resides.. 

(5) Where any question arises under this section as to the 
place of assessment, such question shall be determined by the 
Commissioner, or, where the question is between places in more 
provinces than one, by the Commissioners concerned, or, if they 
are not in agreement, by the Board of Inland Revenue : 


Provided that, before any such question is determined, the. 
assessee shall have had an opportunity of representing his views. 

. { 4 ) Notwithstanding anything contained in this section, 

every Income-tax Officer' shall have all the powers conferred by 
or under this Act on an Income-tax Officer in respect of any in- 
come, profits or gains accruing, or arising or received within 
the arfea for which he is appointed. 

65. Every person deducting, retaining or paying any tax in 
Indemnity pursuance of this Act in respect of income be- 
longing to another person is hereby indemni- 
fied for the deduction, retention or payment thereof.’ 
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66. ( 1 ) If, in the course of any assessment under this Act 
statement of case ^uy proceeding iu conuection therewith 
by Commissioner to other than a proceeding Under Chapter V ill, 
High Court. ^ question of law arises, the Commissioner 

may, either on his o^vn motion or on reference from any Income- 
tax authority subordinate to him, draw up a statement of the 
•case and refer it with his own opinion thereon to the High Court. 

{£) Within one month of the passing of an order under sec- 
tion 31 or section 32, the assessee in respect of whom the order 
was passed may, by application accompanied by a fee of one 
hundred rupees or such lesser sum as may be prescribed, require 
the Commissioner to refer to the High Court any question of law 
arising out of such order, and the Commissioner .shall, within 
one month of the receipt of such application, draw up a state- 
riGTib of the case and refer it with his own opinion thereon to 
the High Court ; 

Provided that if in exercise of his power of review under 
section 33, the Commissioner decides the question, the assessee 
may withdraw his application, and if he does so, the fee paid 
■shall be refunded. 


( 3 ) If, on any application being made under sub-section {£), 
the Commissioner refuses to state the case on the ground that no 
question of law arises, the assessee may apply to the High Court, 
mid the High Court if it is not satisfied of the correctness of the 
Commissioner’s decision, may -require the Commissioner to state 
the case and to refer it, and, on receipt of any such requisition, 
the Commissioner shall state and refer the case accordingly.. 

(4) If the High Court is not satisfied that the statements in 
a case referred under this section are sufficient to enable it to de- 
termine the question raised thereby, the Court may refer the case 
back to the Commissioner by whom it was stated to make such ad- 
ditions thereto or alterations therein as the Court may direct in 
that behalf. 


(5)' The High Court upon the hearing of any such case shall 
decide the questions of law raised hereby, and shall deliver its 
judgment thereon containing the grounds on which such decision 
is founded, and shall send to the Commissioner by whom the case 
was stated a copy of such judgment under the seal of the Court 
and the signature of the Registrar, and the. Commissioner shall 
dispose of the case accordingly, or, if the case arose on a refer- 
ence from any Income-tax authority subordinate to him, shall 
forward a copy of such judgment to such authority who shall dis- 
pose of the case conformably to such judgment. 


P. 95. 
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(6) Where a reference is made to the High Court on the ap- 
plication of an assessee, the costs shall be in the discretion of the 
Court. 

P. 83. (7) Notwithstanding that a reference has been made under 

this section to the High Court, income-tax shall be payable in ac- 
cordance with the assessment made in the case : 

Provided that, if the amount of an assessment is reduced as a 
result of such reference, the amount overpaid shall be refunded 
v;ith such interest as the Commissioner may allow. 

67. No suit shall be brought in any Civil Court to set aside or 
Bar of suits in civil modify any assessment made under this Act, 

Court. and no prosecution, suit or other proceeding 

shall lie against any Government officer for amdhing in good 
faith done or intended to be done under this Act. 

68. The enactments mentioned in the Schedule are liereby re- 

, pealed to the extent specified in The fourth 

-L. Jl 

JLVCilJcclla. ^ ^ 

column thereof : 

Provided that such repeal shall not afiect the liability of any 
person to jDay any sum due from him or any existing right of 
refund under any of the said enactments : 

P. 13. Provided, further, that the provisions of section 19 of the 

• Indian Income-tax Act, 1918, shall apply, so far as may be, of ms. 
allr-a«BGssments-ma4e-^der-4hat>-A>efe4n4he-^'eaT-ending-'onr the 
Slst-day-offiMarchr-TOSS, andwhere an adjustment shall be 
made under the provisions of/section lO-efi-fee-sa id -Aet, the 
provisions of this Act regarding the procedure for the assess- 
ment and recovery of income-tax shall apply as i’f such adjust- 
ment were an assessment made under this Act. 


THE SCHEDULE. 
ENACTJrSNTS Retealed. 
{See section 68.) 


1 

2 ■ 

3 

4 

Tear. 

1 

Xo. 

Short title. 

Extent of repeal. 

1 

1918 

VII 

The Indian Incomc-tas Act, 1918 

Tlio whole. 

1919 

IV 

1 

The Indian Income-tax ^Amend- 
ment) Act, 1919. 

The whole. 
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THE"SCHEDULE— 


1 

2 

1 

3 

4 ” 

Tctvr. 

1 No. 

Short title. 

Extent of repeal. 

1919 

i 

j 

XVIII 

‘ 

The Repealing- and Amending 
Act, 1919. 

So much of the First Sehednlo 
ns relntcB to the Indian In- 
come-tax Act, 1918. 

1920 1 

i 

XVII 

Tho Indian Income-tax (Amend- 
meiil) Act, 1920. 

Tho whole. 

i 

> ! 

XIX 

! Tlio Super-tax Act, 1920 . . 

The whole. 

j 

ii , 

XXXI 

Tlie ' Repealing and Amending 
Act, 1920.. 

So'mneh of the First Schedule 
relates to the Super-tax Act 
1920. ’ 

a 

XLIV 

The Indian Income-tax (Amend- 
ment No. 2) Act. 1920. 

The whole. 
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Extract from the Indian Finance Act, 1922. 


^ ^ 

1. {1) This Act may be called the Indian Tinance Act, 
1922. 

^ ^ * 

7. (l) Income-tax for the j’-ear beginning on the first day of 
April 1922, shall be charged at the rates specified in Part I of 
the third Schedule. 

(2) The rates of super-tax for the year beginning oh the 
first day of April 1922, shall, for the purposes of section 55 
of the Indian Income-tax Act, 1922, be those specified in Part II 
■ of the third Schedule, 

(5) Por the purposes of the third Schedule “ total income ” 
means total income as defined in clause (15) of section 2 of the 
Indian Income-tax Act, 1922. 

» * * * 

SCHEDULE III. 

(See section 7.) ' 

Paut I. 


Fates of Income-tax. 



Rate. 

A. In tlie case of every individual, every unregistered firm and 


every undivided Hindu family — 


(1) lYben the total income is less than I12,000 

mi. 

(2) When the total income is R2,000 or upw.ards, but is 

Five pics in the rnpeo. 

loss than E5,000. 


(3) IVlien the total income is H5,000 or upwards, but is 

Pis pies in the rupee. 

less than 1110,000. 


(4) When the total income is RlOjOOO or upw.irds, hut is 

Xino pies in the rupee. 

less than B,20,000. 


(5) When the total income is R20,00D or niiwards, bat is 

One anna in the rupee. 

less than R30,000. 


(61 When the total income is R30,COO or upwards, but is 

One anna and three pics in the 

less than R40,0CO. . 

rnpee. 

(V) When the total income is R40,000 or upwards . 

One anna and six pies in the 


rupee.' 

In the case of every company, and every registered firm 

’One anna and six pics in the 

whatever its total income. 

nipee. 
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Pakt II. 


Hates of Super-tax. 

In respect of the excess over fifty thousand rupees of total 
income : — • ’ 

Eate. 

( 1 ) in the case of overy company . . . . One anna in tlie rupee. 

42) (a) in the case of every Hindu, undivided family — 

(r) in respect of the first twent3’-five tlionsand rupees Nil. 

of tie escess. 

(li) for every rupee of tie next twenty-five tlonsand One anna in tie rupee, 
rupees of such excess. ^ 

( 5 ) in tie case of every individual and every unregistered One anna in tie rupee, 
firm, for every rupee of tic first fifty.tlousand rupees 
of sncl excess. 

(e) in tie case of every individual, every unregistered firm 
and every Hindu undivided family — 

{{) for every rupee of tie second fifty tlonsand rupees One and a lalf annas in tie rupee, 
of such excess. 

(«) for overy rupee of the next fifty thousand rupees Two annas in the rupee, 
of such excess, 

(tn) for every rupee of tie next fifty thousand rupees Two and a half annas in tie 
of such excess, rupee. 

(aa) for every rupee of tie next fifty thousand rnpees Three annas in the rupee, 
of such excess. 

,(a) for every rupee of the next fifty tlonsand rnpees Three and a lalf anms in the 
of such excess.^ rupee. 

(vi) for every rupee of the next fifty thousand rnpees Four anuns in the rupee, 
of such excess. 

(an) for every rupee of the next fifty thousand rnpees Four and a half annas in the 
of such excess. rupee. 

(am) for every rupee of the next fifty thousand rupees Five annas in the rupee, 
of such excess. 

(fa;) for every rupee of the next fifty thousand rupees Five and a half annas in the rupee, 
of such excess. ^ 

(a:) for every rupee of the remainder of the excess . Six annas in the rupee. 





PART II. 
RULES. 
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No. 3-I.T. 

BOARD OF INLAND REVENUE; 
. NOTIFICATION. 


Delhi, the 1st April 1922. 

In exercise of the powers conferred by section 59 of the 
Indian Income-tax Act, 1922 (XI of 1922), the Board of Inland 
Revenue has made the following rules, namely : — 

1. These rules may be called the Indian Income-tax Rules, 

1922. 

2. Any firm constituted under an instrument of partnership P, ( 
specifying the individual shares of the partners may, for the 
purposes of clause (14) of section 2 of the Indian Income-tax 

Act, 1922 (hereinafter in these rules referred to as the Act), 
register with the Income-tax Officer the particulars contained 
in the said instrument on application in this behalf made by 
the partners or by any of them on or before the date on which 
a return is due under sub-section {2) of section 22 of the Act. 

3. The application referred to in rule 2 shall be made in 
the form annexed to this rule and shall be accompanied by the 
original instrument of partnership under which the firm is 
constituted together with a copy thereof : provided that if the - 
Income-tax Officer is satisfied that for some sufficient reason the 
original instrument cannot conveniently be produced, he may' 
accept a copj’" of it certified in writing by one of the partners 
to be a correct copy, and in such a case the application shall be 
accompanied by a duplicate copy. 

FORM I. 

Form of application for registration of a firm under 
section 2 {14) of the Indian Income-taoa Act,A922. 

To 

The Income-tax Officee, 

Dated 19 

^ ^beg to apply for the regis- 

tration of. ^ firm under section 2 {14) of the Indian Income- 
tax Act, 1922. 


40 


2- raffi edcopy of the instrument, of partnership un'der which 
the firm is constituted specifying the individual shares of the 
partners together with is enclosed. The prescribed 

-particulars are given below. 

- vfc do hereby certify that the profits for Ihe year ending, 
have been or wiU be actually, divided or credited in accordance 
with the shares shown in this partnership deed. 


Signature- 
A ddress — 


Name and 
address of the' 
firm. 

Names of the partners 
in the firm with 
the share 
of each in the 
hnsiness. 

Date on which the 
instrument of 
partnership was 
cxecnted. 

Date, if any, on which 
the instrument of 
partnership was last 
registered in the Income- 
tax ODicer’s office. 

9 

Remaeks. 


4 

1 

i 

j 


^ do hereby certify that thg informa- 

tion given above is correct. 

V 

Signature{sy 

4. {1) On the production of the original instrument of 
partnership or on the acceptance by the Income-tax OfiBcer of 
a certified copy thereof, the Income-tax Officer shall enter in 
writing at the foot of the instrument or copy, as the case may 
be, the following certificate, namely : — 

“This instrument of partnership (or this certified copy 
of an instrument of partnership) has this day 
been registered with me, the Income-tax Officer 
for in the province of under 

clause (i4) of section 2 of the Indian Income-tax 
Act, 192k This certificate of registration has 
efiect from the day of April 19 
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(2) The certificate shall be signed and dated by the Income- 
tax Officer who shall thereupon return to the applicant the 
instrument of partnership or the certified copy thereof, as the 
case may be, and shall retain the copy or duplicate copy thereof. 

5. The certificate of registration granted under rule 4 shall 
have effect from the date of registration. 

6. A certificate of registration granted under rule 4 shall 
have effect up to the end of the financial year in which it is 
granted, but shall be renewed by the Income-tax Officer frorti 
year to year on application made to him in that behalf on or 
before the date on which the return under sub-section {£) of 
section 22 of the Act is due, and accompanied by a certificate 
signed by one of the partners of the firm that the constitution 
of the firm as specified in the instrument of partnership remains 
unaltered. 

7. Under section 9 (l) (m) of the Act, the sum to be allowed 
in respect of collection charges shall not exceed 6 per cent, of 
the annual value of the property. 

8. An allowance under section 10 {£) (m) of the Act in 
respect of depreciation of buildings, machinery, plant or 
furniture shall be made in accordance with the following state- 
ment : — 


Class of building's, machinery, plant or furniture. 

Bate, 

Kestaeks. 

1 

1 

1. Bitildtnffs* ; — 

Percentage 
on prime 
cost. 

* Double these rates 
may be allowed 

(1) First class substantial buildings of selected materials . 

2i 

for buildings used 
in industries which 

(2) Buildings of less substantial construction . . 

5 

cause special de- 
terioration, such 
as- chemical works, 
soap, and candle 
works, paper mills, 
and tanneries. 

fThe special rates 
for electrical 

(3) . Purely temporary erections such as wooden struc- 
tures. 

1 

9, MacTthtertj Plant or Fnrnituref : — 

10 

General rate ........ 

5 

machinery given 
below may he 
adopted, at firm’s 
option, for that 
portion of their 
machinery. 


[ P. 31. 
P. 42 
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Class of tuildings, machinery, plant or furniture. 

Bate. 

Bemj 

Bates sanctioned for special industries : — 

Percentage 
on prime 
cost. 


Flour Mills, Bice Mills, Bone Mills, Sugar Works, 
Distilleries, Ice Factories, Aerating Oas Factories, 
Match Factories. 

Gi 


Paper Mills, Ship Building and Engineering Works, 

n 


Iron and Brass Foundries, Electrical Engineering 
Works, Motor Car repairing Works, Galvanizing 
Works, Patent Stone Works, Oil Extraction Factories, 



Chemical Works, Soap and Candle Works, Lime 
Works, Saw Mills, Dveing and Bleaching Works, 


- 

Furniture and Plant in hotels and hoarding houses. 
Cement Works using rotary kilns. 



Plant used in connection with brick manufacture, tile 
making machinery’, optical machinory, glass factories, 
surgical and dental instruments. Telephone Com- 
panies, Collieries. 

10 

! 


' Sewing machines for canvas or leather 

12| 

I 

Motor cars used solely for the purpose of business 

16 


Motor taxis, motor lorries and motor buses 

3. Electrical UTacMncry -. — 

20 


(o) Batteries ....... 

15 . 


(J) Other electrical machinery, including electrical 
generators, motors (other than tramway motors), 
switchgear and instruments, transformers and other 
stationary plant and wiring and fittings of oleciric 

n 


light and fan installations. 



(c) TJndergi'ound cables and wires ^ . . 

G 


(t?) Overhead cables and wires ..... 

2i 


4. Sydro- Electric concerns — 



Hydraulic works, pipe lines, sluices, and all other items 



not otherwise provided for in this statement. 




5. Electric tramways — 

Permanent-way . — The life of the permanent-way is to be 
taken as 12, 14 or 16 years ‘according to the traffic thereon. 
The classification is to be based on the average car mileage per 
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mile of track per annum of the financial year - preceding the 
year of assessment, viz : — . 

(1) Not exceeding 50,000 car miles per mile of track — 

16 years.- 

(2) Over 50,000 and not exceeding 75,000 car miles per 

mile of track — ^14 years. 

(3) Over 75,000 and not exceeding 125,000 car miles per 

mile of track — 12 years. 

(4) * Over 125,000 car miles per mile of track — Special 

consideration. 

Where there are special circumstances, such as exceptional 
gradients and the compulsory use of wood paving, etc.,tending 
to show that the car mileage does not fairly represent the wear 
and tear of the track, each such case is entitled to special con- 
sideration. 

Cost of renewals including setts or other paving but 
excluding concrete foundations should be taken at Rs. 60,000 
per mile of single track until the general renewal of the track 
takes place and the allowance for dej)reciation should be com- 
puted at such a sum per annum as will, in the aggregate, over 
the determined life of the permanent-way, be equal to the cost 
of renewal as above fixed. 

Actual expenditure on repairs and maintenance should be 
charged as working expenses as and when incurred. 

Cars and .other Rolling Stock . — ^All maintenance of car 
bodies should be charged direct to revenue. 

Depreciation on the cost of car tracks and electrical motors 
should be allowed at 7 per cent, per annum. 

General Plant, Machinery and Tools . — ^All other plant and 
machinery, machine tools (as distinct from loose tools, etc., 
which are renewals out of revenue year by year) should be 
bulked together and depreciation allowed thereon at the rate 
of 5 per cent; per annum in addition to the cost of repairs. 


Class of plant. 

Kate. 

J 

Eematiks. 

6. Mineral Oil Companies ^ 

Percentage 
on prime 
cost. 


A. Ecfinei-ies — 

i 


(1) Boilers ....... 

10 


(2) Primo movers . . . . . . 

5 


(3) Process plant . . . . . 

10 
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Class of plant. 

Bate. 

REirABKS. 


Percentage 

On prime 
cost. 


B. Field operations — 


- 

(1) Boilers 

10 


(2) Prime movers . . .... 

5 


(3) Process plant . . . • 



Except for tlie following items — 



(1) Below ground — All to be charged frJ revenue _ 

... . 


(2) Above ground — (a) Portable boilers, drilling 
tools, well-bead tank, rigs, etc. . 

25 


(b) Storage tanks , . . . . 

10 


(c) Pipe lines — 

i 


(t) Fixed boilers .... 

1 10 { 


(it) Prime movers .... 



(iii) Pipe line . . ... 

10 


7. Siijts — 

• 


(1) Ocean — 



(a) Steam . • 

6 


(b) Sail or tng ..... 

4 


(2) Inland — 



(a) Steamers (over 120 ft. in longtli)^ 

5 


(J) Steamers including cargo launebes (120 
ft. in length and under) 

6 


(c) Tng boats . . • • • 

'ih 


(d) Iron or Steel flats for cargo, etc. 

6 


(e) Wooden cargo boats up-to 50 tons capacity 

10 


(/) Wooden cargo boats over 50 tons capacity 

n 



^ 43. 9. -Por the purpose of obtaining an allowance for deprecia- 

tion under proviso (a) to section 10 (2) (vi) of the Act, the 


45 


assesses shall furnish particulars to the Income-tax Officer in 
the following torm — 


Description of bnildings, 
macliinery, plant, or 
furniture. 

1 

Capital expenditure during ! 
‘ the year for additions, 
alterations, improvements 

1 and extensions. 

1 

. 1 

Date from 
which 
used for 
the pur- 
poses of 
the 

business. 

1 

i 

1 j 

Particulars 
(including original 
cost, depreciation 
allowed, and value 
realised by sale 
or scrip value) of 
obsolete machinery, 
j)lant or furniture 
sold or discarded 
idnring the year, with 
dates on which first 
brought into use and 
sold or discarded. 

Eesiaeks. 

1 

i 

i 

1 

i 

2 

1 

3 

4 

6 

“l 

i 

1 

i 

1 

1 

i 

1 

1 


I declare that to the best of my informa- 

tion and belief the buildings, machinery, plant and furniture 
described in column 1 of the above statement were the property 

of during the year ended and 

that the particulars entered in the statement are correct and 
' complete. 

Place Signature 

Date Designation 

10. All sums deducted in accordance with the provisions of 
section 18 of the Act shall be paid by the person making the 
deduction to the credit of the Government of India on the same 
day as the deduction is made in the case of deduction by or on 
behalf of Government, and within one week from the date of 
s such deduction in all other cases ; 


P. 55. 
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P. 5,5. 


P. 55 


P.57. 


n Til IB 
number also 
appears in 
the interest 
cages on the 
back of the 
Securities. 

(®) Name 
(Of Security. 




Provided that the Income-tax OjB&cer may, in special cases, 
and with the approval of the Assistant Commissioner, permit 
a local authority, company, public body or association, or a 
private employer to pay the income-tax deducted from salaries 
quarterly on June 15th, September 15th, December 15th, and 
March 15th. 


11. In the case of income chargeable under tlje hea 
‘ Salaries,’ where deduction is not made by or on behalf r 
Government, the person jiaying the salary shall pay to th^. 
credit of the Government of India by remitting the amount to 
the Income-tax Officer concerned or to such officer as he may 
direct and shall send therewith a statement showing the name 
of the employe from whose salary the tax has been deducted, 
the period for which the salary has been paid, the gross amount 
of the salary, the deduction for a provident fund or insurance 
uremia, and the. a, mount of tax deducted. 


A 

bix: 




U - A- 
bWkz. 


0 


r 


-c 




(I 


V '•-f 


\ , M 




<yt — 






^ . i. 

_ - 








'A < O' 

\^V ^ Xy UOVx vx'V./J.x' 'V.rx A 

(n) Numbers of securities. 

(in) Dates of securities. 

(iv) Amounts of securities. 

{v) Period for which interest is drarni 
(-ui) Amount of interest, and 
{■vii) Amount of tax. 




t-'j •, <y A- K 


13. The certificate to be furnished under section 18 {9) of 
the Act shall be in the following form : — 

Draft No. (^) 


Certified that Ps. being income-tax at 

the rate of — ^pies per ruj^ee has been deducted by draft of this 
date from Ps.^ ^being the amount of interest 

for Ps. 

onf) for Ps. standing in the name 

for Ps. 

of ' 


—192 . Superintendent or Principal Officer. 
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To be signed by claimant, 

I hereby declare that the securities on which interest as 
abo-ve specified has been received were my own property and 
were in the possession of 


at the time when interest was deducted. 

Signature 

Date 


{N,B, — ^The securities to be produced when required in support of any claim-) 

14. The certificate to be furnished by the principal officer p gg^ 
of a company under section 20 shall be in the-following form : — 

(Name of Company) 

• (Address af Company) 

Date ^ 


Warrant for Rs. , being dividend (^) of per .0) or ni- 

oent. for the. (^) ending on the day of . 

19 , (^) on ('*) (®) Year or 

shares in this company, registered in the name of Sclsrmry 

. This dividend was declared at the^e. 

C) ^ meeting held on the (0 JIUhethe? 

192 . free of in-. 

oome-tas or 
not. 

(4) Here 
enter number 
and descrip- 
tion of 

ebares. 

(®) Here 
specify num- 
ber and 
. nature of 

-^hereby certify that income-tax on/th^rofits and gains e r e 
of the company, of which this dividend forms a part, has been, date, 
or will be, duly paid by ^ to the Government of India. 


Signature- 
Office 



P»59. 


P.59, 
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(To be signed by the. claimant.) 


I hereby certify that the dividend above mentioned relates 
to shares which were my own property at the time when the 
dividend was declared and were in the possession of 


Signature- 
Date — 


15. The returns for Government officers under, section 21 of 
the Act shall be prepared and submitted to the Income-tax 
Officer by:: — 


(a) Civil Audit Officers for all gazetted officers and 
others who draw their pay from audit offices on 
separate bills; and also for all pensioners whd 
draw their pensions from audit offices. 

(&) Treasury Officers for all gazetted officers and others 

.treasuries on separate 
bills^ancT aisoior'^all pensioners who draw their 
pensions from treasuries. 

(c) Heads of Civil or Military offices for all non-gazetted^ 
officers whose pay is drawn on establishment bills, < 
{d) Forest disbursing officers and Public Works Depart' 
ment disbursing officers in cases where direct pay- 
ment from treasuries is not made, for themselv^ 
and their establishments. 

,ifi) Head post masters for ^themselves and their^estab- 
lishmpfits; Heads of telegraph offices (other than 
combined post and telegraph offices) for them- 

1 . ooliroa fltoiT* ocfnItlicKmont.c • RiTnnvint.o'nrlfi'nf.c: 


selves and their establishments; Superintendents 

nn-i i._ j:_.. T 


Qf Telegraphs for themselves and their establish- 
ments. 


/) Controllers of Military Accounts (including 
^ Divisional Military Supply, ' Marine, Field and 
^ War Controllers) for all Gazetted military officers 
under their audit. ^ 

(g) Disbursing officers in The Military Works Depart- 
ment for themselves and their establishments. 

■(h) Chief Examiners of Accounts, or Chief Auditors of 
Railways concerned for aU railway employes 
under their audit. 


16. The minimum income under the head “ Salaries 
referred to in -section .21 (a), shall be Rs. 1^600 per annum. 
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17. The return to be delivered to the Income-tax Officer 
under section 21 of the Act shall be in the following form : — 


Serial number. 

Name of person. 

Postal address of residenoo.j 

Appointment or nature of oroplojmcnt. 

Total amount of salary, wages, annuity 
or pension paid during toe year end- 
ing on the 31st llaich 10 . 

Amount of'gratuity, fees, commissions, 
perquisites, (including rent-free quar- 
ters) or profits in lieu of or in addi- 
tion to salary or uages. 

Total of columns S and 0. 

Deductions, sections 7 (1) prorlso, 
section 16. 

O 

3 

rt 

o 

to 

es 

o 

B 

o 

a 

a 

o 

o 

3 

« 

CJ 

H 

c3 

O 

43 

g 

0 

1 

a 

S 

C7 

u 

ta 

o 

'O 

s 

ra 

o 

« 

Amount of tax deducted. 

Eejiaeks, 

1 

2 

3 

4 


6 

7 j 

e 

0 

10 

11 , 

12 

13 

1 

1 

1 

1 

• ! 


1 

1 

■ 




i 


1 


I certify that the above statement contains a complete list 

of the total amounts paid ’by to all persons 

^ who were receiving^ income on the 31st day of March 19 — at 
the rate of Rs. per annum, or havej,^eceived during 

the year ended on that day not less than Rs. in respect of 

salary, wages, annuity, pension, ' gratuity, fees, conmissions, 
perquisites, or profits in lieu of or in addition to salary or* 
wages, and that all the particulars stated are correct. 


Signature of 'person by 'whom the returii is delivered. 


Date 

18. The return of total income of companies required under 
section 22 {!) shall be in the following form and shall be accom- 

1 E 


p. 5a 


p.ea 
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panied by a copy of the profit and loss account referred to 
therein : — 

Income, profits or gains from business, trade, commerce. 


R AS. p.' 


Income, profits or gains as per profit and loss account for tlie year ended 

192 • • ■ • » ■ • • 

Add any amount debited in the accounts in respect of — 

i. Reserve for bad debts ~ . . . . ' , . 

Sums caiTicd to reserve for provident or other, funds . . 

.3. Exjjenditure of the nature of charity or presents 

■4. Expenditure of the nature of capital .... 

•5. Income-tax or Super-tax ..... 

6. Rental value of property owned and occupied . 

’I. Cost of additions to, or alterations, extensions, improvements of, any of 
the assets of the business . . .... 

8. Interest on reserve or other funds ..... 

9. Losses sustained in former years ..... 

10. Losses recoverable under an insurance or contract of indemnity' 

11. Depreciation of any of the assets of the business 

12. Expenses not incurred solely for the purpose of earning the profits 

Toiai, 


Deduct . — Any profits included in the accounts already charged to Indian income- 
tax and the interest on spourities of the Government of India or of 
local Governments declared to be income-tax free . . . • 


BAUAyCE 


If the company^ owns any property not occupied for the 
purposes of .the business a statement in the form prescribed in 
Schedule A to rule 19 should be attached with particulars of 
the credit and debit on account of such property entered in the 
accounts. . . 


Declaration. 


I, the^ 


etc., (see section 2 {12) of the Act)] of the- 


-[Secretary, 
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(name of Company) declare that the informa- 
tion against each head in this return is correctly given shown 
in the books of the Company as also in the accounts which have 
been duly audited by the auditors of the Company and which 
iiave been adopted by the shareholders of the Company, 


{SigTiature} 

{Designation) 


Dated- 


■19 


19. The return of total income for individuals, firms and 
Hindu-undivided families required under section 22 {£) shall 
be in the following form : — 


Statement of total income during the frevious year. 


1 

2 ■ 

3 

Soarcoa of Income. 

Amount of 
proBts or 
gains or 
income during 
the previous 
year. 

Tax already 
charged on 
the income. 

il. Salaries (including wages, annuity, pension, gratui- 
ty, fees, commission, allowances, perquisites, 
including rent-free quarters) or profits received in 
lieu of, or in addition to, salary or wages , 

[See note (1)] 

Es. 

Es. 

■ 2 . Interest on Securities (including debentures) al- 
ready taxed ....... 


(2) 



;3, Interest on Securities of the Governmout of India 
or of local Governments declared to be income- 
tax free 

}> 

(3) 



4. Property as shown in detail in Schedule A . , 

3C 

(4) 



;6, Business, trade, commerce, manufacture, or dealings 
in property, shares or securities (details as in_ 
note 5) ...... .* 


(5) 


- 

.•6. Profession ....... 


(6) 



'7. Dividends from Companies .... 

>> 

(7) 

i 



P. 61. 
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Statement of total income during the 'previous year — contd- 


1 

2 

3 

Sources of Income. 

\ 

Amount of 
profits or 
grains or 
income during 
the previous 
year. 

Tax already 
charged on 
[ the income. 

8. Interest on mortgages, loans, fixed deposits, 
current accounts, etc 

Es. 

Es. 

9. Ground Kent ......... 


• • 

10. Any source other than those mentioned ahovc, . [See note ( 8)3 1 

- 4 Totftl 

1 


Deductions claimed on account of contributions toprovident fund, etc., 
or insurance premia (Sec note 9). 




I declare that to the best of my knowledge and belief the- 
information given in the above statement is correct and com- 
plete, that the amounts of income shown are truly stated and 
relate to the year ended and that no other income* 

accrued or arose or was received by during the said year 

and that have no other sources of income. 

<- • 

Signature 


Date 


N.B — <{a) Income accruing to you outside British India received in British India »V 
iahle to taxation, and must be entered by you in the form. 

[b) All income from whatever source derived must be entered in the form, including- 
ncome received by you as a partner of a firm. 

Note 1. — In column 2 should be shown the gross amount of s^ary and not the net 
imount after deductions on account of income-tax, provident funds, etc. 

Note S. — “ Interest on securities ” means the interest on promissory notes or bonds- 
ssued by the povemment of India or a local Government, or the interest on debentures' 
>r other securities for money issued by or on behalf of a local authority or Company. ■ 
Where income-tax has been deducted from the interest, or where the interest has been 
_)aid income-tax free, the amount of tax so deducted or paid should be added to the 
amount of interest actually received, and the gross amount so arrived -at should ho- 
llered in column 2 of the statement. The term “ interest on securities ” does not 
include interest on fixed deposits or mortgages or other loans, wliicli have to be showc- 
under heading 8. - ' ^ , 



53 


The interest on securities of the Government of India or of local Governments declared 
’■3o be income-tax free should bo shown under head 3. Those which are not declared to bo 
• inopme-tax free should bo included under this head. 

Entries under this head must be supported by the certificate issued by the 'person 
ot Company paying the interest under section 18 (9) of the Act. 

Note S.—{o) The income-tax payable on^the interest receivable on a security of a 
'Local ‘Government issued income-tax free is "payable by the Local Government and not 
•by the holder of the security. 

(6) ■ Only the interest on securities of the Government of India or of a Local Government 
•declared to be income-tax free should be entered against this head. Such interest will 
taot be charged to income-tax, but it must be included in the statement of total income 
•in order to ascertain the rate of income-tax chargeable on other income. It is chargealle 
'io super-tax, 

(c) Particulars of any interest on securities issued by other authorities and stated 
•to be free of income-tax should bo entered against head _ 2, as income-tax on such interest 
IB actually paid by these authorities on behalf of the recipients. 

Note If . — ^Tho tax is payable imder this head in respect of the hond fide annual value 
of any buildings or lands appurtenant thereto of which you are the owner, other, than 
•such portions of such buildings and lands as you may occupy for the purpose of your 
bneiness. 
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Note 5. — (a) Wliere you keep your accounts on the mercantile- accountancy or book; 
profits system, you must file return in the following form : — 

Income, profits qt gains from business, trade, commerce. 


Income, profits or gains as per Profit and Loss Account for the year ended 
192 

Add an/ amount debited in the cccounts in respect of — 

1. Reserve for bad debts ..... 

2. Sums carried to reserve for provident or other fni ds 

3. Expenditure of the nature of charity or presents 

4. Erpenditnre of the nature of capital . , 

5. Income-tax or Snper-tax . . 

6. Drawings or salary of proprietor or partners . 

7. Rental value of property owned and occupied . 

8. Cost of additions to, or alterations, extensions, improvements of, any of 

the assets of the business. 

9. Interest on the proprietor’s or partner’s capital including interest on 

reserve or other funds. 

10. Losses sustained in former years 

11. Losses recoverable under an insurance or contract of indemnity . 

12. Depreciation of any of the assets of the business ' . . . . 

13. Private or personal expenses aiid expenses not incurred solely for the 

purpose of earning the profits. 

Totai. . 

Deduct. — Any profits included in the account. already < barged to Indian income- 
tax and the interott on securities of the Government of India or of 
local Governments declared tojbe income-tax free. 

Balance . 


R 


(Signature of the person making the return). ■■ 

(Date) 192 . 

\{h) Where you do not keep your accounts in such a form, you must file a statement- 
showing how you arrive at the taxable profits, i.e., showing details of the gross receipts 
and of the expenditure you propose to set against those receipts. No deductions are- 
permissible on account of — . 

(») Property owned and occupied by the owner of a business for the purposes "of- 
a busmess; 

(ft) Additions to or alterations, extensions, or improvements of any of the asseit- 
of the business; 

(»'{«') Interest on the capital of the proprietors or partners of the business; 

0 
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(iw| Bad debts not actually written off in the accounts; 

(v) Losses sustained in previous years; 

(ui) Reserves of any kind; 

{■vii) Sums paid on account of the income-tax or super-tax or any tax levied by a 
local authority other than local rates or municipal taxes in respect of the 
portion of the premises used for the purpose of the business; 

{vtii) Any expenditure of the nature of charity or a present; 

(f'l) Anj’ expenditure of the nature of capital; 

(*) Any loss recoverable under an insurance or a contract of indemnity; 

(aii Depreciation of any kind other tlian that specified in the Act; 

(xii) Drawings or salaries of the proprietors or the partners; 

(aiit) Private or personal expenses of the asscssec; 

(xit;) Any expenditure of any kind which is not incurred solely for the purpose of 
earning the profits. 


If you have included any such sums in your expenditure in your books, you must 
exclude them from the expenditure permissible for the purpose of arriving at your 
taxable profits. 

iN'otc a . — ^Tho income, profits or gains shall be computed after making allowance for 
any expenditure (not being in the nature of capital expenditure) incurred solely for the 
purpose of such profession or vocation, provided that no allowance is made on account 
of any of your personal expenses. Professional fess received by you in any part of 
India (whether within British India or not) must bo included by yon in your receipts. 

Note 7. — Income-tax chargoablo on the profits of companies is paid by the companies, 
so that the dividends which shareholders receive represent the net amount remaining 
after mcomc-tax has been paid. The amount of income-tax paid upon these dividends, 
oven if the dividends are stated to be income-tax free, should be added to the amount of 
the dividends aclnally received, and the gross amount arrived at should he entered in 
column 2 of the statement. 

If the rate of tax applicable to your total income is less than the rate at which tax 
lias been paid upon your dividends, you may, by attaching the company’s certificate 
received with the dividends, have the excess collected on your dividends from the 
company set against the tax payable by you on your other income instead of having to 
apply separately for a refuna. 

Note S . — Agricultural income from land not paying land revenue or local rates to 
an authority in British India should bo included under this head. 

Note 9 . — Deductions from total income can only ho made for insurance premia in 
respect of insurance on your own life or on the life of yopr wife, or in respect of .a 
contract for a deferred annuity on your own life or on the life of your wife. No deduc- 
tion is pcrraissiblo in tho case of any other form of insurance except in the case of 
nindn undivided familie.s where deductions are permissible on account of premia paid in 
respect of insurance on tho life of any male member of tho family or of his wife. The 
original receipt or tho certificate of the insurance company to which tho premium was 
paid must bo attached to tho return. 


20. The Notice of Demand under section 29 shall be in the 
following form ; — 


P. 72. 


NOTICE OF DEMAND UNDER SECTION 29 OE THE 
INCOME-TAX ACT, 1922. 


To 


r- 


1. You have been assessed for the e»¥i?est year to income-tax- 
amounting to Rs. [in addition to which a penalty of 
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Bs, has been imposed], as shown in the copy of the 

assessment form sent herewith. 

2. You have also been assessed to super-tax amounting to 
Bs. 

3. You are. required to pay the amount of Es. on or 

before the ^to at when you 

will be granted a receipt. 

4. If you do not pay the tax on or before the date specified 
above, you will be liable to a penalty which may be as great as 
the tax due from you. 

5. If you are dissatisfied with your assessment you may 

present an appeal under sub-section (2) of section 30 of the 
Indian Income-tax Act, 1922, to the Assistant Commissioner of 
Income-tax at .(<??’ the 

Collector of the district) within 30, days from the receipt of- 
this notice, on a petition duly stamped in the form prescribed 
under sub-section {S') of section 30 and verified as laid down in 
that form. 

Or 

The assessment has been made under sub-section {4) of 
section 23 of the Indian Income-tax Act, 1922, because you 

to make a retnrn of your income under section 22 

failed to comply with a notice under snb-section { 4 ) ot section 22 , aud UO appeal 

to oomply with a notice under srh-seetbn (2) of section 23 

lies. But if you were prevented by sufiScient cause from 
making the return or did not receive the notice(s) afore- 
said, or had not a reasonable opportunity to comply, or were 
prevented by sufficient cause from complying, with the terms of 
the notice(s), you may apply to me, under section 27, to cancel 
the assessment and proceed to make a fresh assessment. 

6. The appropriate chalan should be sent along with the 
amount paid. Should you lose the chalans attached to this 
notice of demand, it will be necessary for you to apply to the 
Income-tax Officer for copies of fresh chalans. 


Dated- 


■19 


{Place) 


Income-lax Officer. 


Note . — ^Tho superfluous words in paragraph 5 should he deleted. 
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ASSESSMENT EORM. 

Assessment fob 192. -2 , 

District. 


Name of assessee 
Address - ' 


Serial 

number. 

Detailed sources of incomo. 

Amount of income. 



B 

1 

Salaries .... 


2 

Interest on fecuritics . 


3 

Property .... 


4 

Business .... 


5 

Profession 


6 

Other sources 



(i) Total income , . .... 

(ii) Deduction on account of proTident fund, insu- 
rnnco premia, etc. 

.-(iii) Deduct sums received as dividends or from a 
registered firm. 

(iv) Deduct amount of interest from tax-froe securi- 

ties of the. Government of India. 

(v) Income now to he taxed . . 

(vi) Bate applicable — pies per rupee . . 

, .(j’ii) Amount of tax . . . . 

,(viii) Reduction under section 17 . 

.(ix) Amount of deductions at source from salary or 
interest on securities for which credit is given 
under section 18 (6) 

j(x) Abatement on account of dividends (at pies 
per rupee). 

(xi) Abatement on account of income from a regis- 
. tered firm (at pics per rupee). 

•(xii) Net amount of tax ..... 

(xiii) Pen.olty under section 28 [or section 25 (2)] . 

(xiv) Total sum payable (in figures as well ns in words) 



Rupees 

Annas 
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Fou USE IN 1922-23 only. 


Adjustment for year 1921-22 and net demand. 


1. Actual total income of 

year adjusted. 

2. Deduct items exempted or 

excluded under section 
12 of tbe Indian Income- 
. tax Act, 1918. 

3. Actual taxable income of 

year adjusted. 

R 

A. 

P. 

6. Tax already paid in res- 
pect of the year adjust- 
ed — 

(i) at source . . 

(ii) to Income-Tax 

Officer (prelimi- 
nary assessment 
under section 18). 

Total 

R 

A. 

4. Kate applicable — 




7. Balance, for the year 
adjusted — 



Pies ordinary on R . 




Recoverable 

To be refunded 


- 

6. Tax due — 




8. Account for 1922-23 os 
, above. 

' 


Ordinary— section 18 . 




9. Net amount to bo 
recovered 

' 


\ 




refunded ’ 

» 


Total 




In words . 




21. An appeal under section 30 shall be-in-the-following,, 

^•prf:>_i_S.^OvA^vi/3L fCsJ/_U2.«4- oJ, 9-OL.CvT,<.a-- •VV>.euU>-'*-^ 


P.73, 
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5. Your petitioner has made a return of his income to the 

Income-tax Officer ^under section 22, sub-section {2) of the 

Act and has complied with all the terms of the notice served 
on him by the Income-tax Officer imder section 23 (2) and [or 
section 22 (4)]. 

Your petitioner therefore prays that he may be assessed 
accordingly (or that he may be declared not to be chargeable 
under the Act). 

(Signed) 


Grounds of affeal. 


Form of verifioation. 

I, ^ _ , the petitioner, 

named in the above petition, do declare that what is stated 
therein is true to the best of my information and belief. 

(Signed) 

^ 22. An appeal under section 32 {2) shall be in the following 
form ; — 

To 

The Commissioner of Income-tax, 


The ; — day of 19 

The petition of sheweth as follows : 

1. Under section 31 {3) of the Indian Income-tax Act, 1922, 

the Assistant Commissioner of has increased 

the tax payable by your petitioner from Rs. to 

Rs. . 

2. Your petitioner prays that the enhancement may be set^ 

aside or reduced to Rs. for the reasons stated 

below : 


Signed- 
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Grounds of affeal. 


Ir 


5 the petitioner named 

,in the above petition, do declare that what is stated therein is 
true to the best of my information and belief. 


Signed- 


P. 3. 


P. 2. 


23 (/^n the case of income derived in part from agriculture 
and in part from business an assessee shall be entitled to deduct 
from such income the market value of any agricultural produce 
raised by him or received by him as rent in kind which he has 
utilized as raw material for the purposes of his business or the 
sale receipts of which are included in the accounts of his- busi- 
ness. The balance of such income shall be deemed to be income 
derived from the business and no further deduction shall be 
made therefrom in respect of any expenditure incurred by the 
assessee as a cultivator or receiver of rent in kind. 

For the purposes of^fule^ “ market value ” shall be 
deemed to be : — 

{a) where agricultural produce is ordinarily, sold in the 
market in its raw state, or after application to 
it of any process ordinarily employed by a culti- 
vator or receiver of rent in kind to render it fit 
to be taken to market, the value calculated 
according to the average price at which it has 
been so sold during the year previous to that in 
which the assessment is made. 

(6) where agricultural produce is not ordinarily sold in 
the market in its raw state, the aggregate of — 

(1) . the expenses of cultivation; 

(2) the land revenue or rent paid for the area in 

which it was grown; and 

(3) such percentage of the aggregate of (1) and (2) 

as the Board of Inland Revenue may from 
time to time fix for the class of produce con- 
cerned. 
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25. In the case of Life Assurance Companies incorporated 
in British India whose profits are periodically ascertained by 
actuarial valuation, the income, profits and gains of the Life 
Assurance Business shall be the average annual net profits 
disclosed by the last preceding valuation, provided that any 
deductions made from the gross income in arriving at the 
actuarial valuation which are not admissible for 'the purpose 
of income-tax assessment, and any Indian income-tax deducted 
from or paid on income derived from investments before such 
income is received, shall be added to the net profits disclosed 
by the valuation. 

26. Buie 25 shall appty also to the determination of the 
income, profits and gains derived from the annuity and capital 
redemption business of life assurance companies, the profits of 
which can be ascertained from the results of an actuarial 
valuation. 

27. If the Indian income-tax deducted from interest on the 
investments of a company exceeds the tax on the income, profits 
and gains thus calculated, a refund may, be permitted of the 
amount- by which the deduction from interest on investments 
exceeds the tax payable on such income, profits, and gains. 

28. In the case of other classes of insurance business (fire, 
marine, motor car, burglary, etc.) of a company incorporated 
in British India, the income, profits or gains shall be deter- 
mined in accordance with the provisions of the Act, subject 
to the allowance specified in the rule next following. 

29. If in the ordinary accounts of any insurance business 
other than Life Assurance, Annuity, or Capital Redemption 
Business carried on by an Insurance Company any amount is 
actually charged against the receipts for the sole purpose of 
forming a reserve to meet outstanding liabilities or unexpired 
risk in respect of ]Dolieies which have been issued (including 
risk of exceptional losses) and is not used for any other purpose 
such amount may be treated as expenditure incurred solely for 
the purpose of earning the profits of the business. 

30. Any amount either written-off in the accounts or 
through the Actuarial Valuation Balance Sheet to meet depre- 
ciation of, or loss on, securities or other assets, or which is 
carried to a reserve fund formed for that sole purpose and not 
used for any other purpose, may be treated as expenditure 
incurred solely for the purpose of earning the profits of the 
business. Any sums taken credit for in the accounts or Actua- 
rial Valuation Balance Sheet on account of appreciation of or 
gains on the securities or other assets shall be deemed to be 


P. 96. 


P. 96. 


P. 96. 


P. 96 


P. 96 
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P. 96. 

P. 96. 

P. 82. 

P. 82. 

P. 82, 96. 

P. 84. 


income chargeable to tax, subject always to deduction of such 
portion thereof as has been otherwise taken into account in 
calculating the income, profits or gains. 

31. The income, profits and gains of companies carrying on 
Dividing Society or Assessment business shall be taken at 15 
per cent, of the premium income in the previous year and, in 
the case of non-resident companies, at 15 per cent, of the Indian 
premium income in the previous year. 

32. Notwitlistaiiding anything contained in rules 25 to 31, 
the total income, however, of an insurance company carrying on 
more than one class of business shall be determined by its 
aggregate income from all classes of businesses. 

33. In any case in which the Income-tax Oificer is of opinion 
that the actual amount of the income, profits or gains accruing 
or arising to any person residing out of British India whether 
directly or indirectly tlirougli or from any business connection 
in British India cfinnot be ascertained, tlie amount of such 
income, profits or gains for the purposes of assessment to income- 
tax may be calculated on such percentage of the turnover so 
accruing or arising as the Income-tax Oificer may consider to 
be reasonable, or on an amount which bears tlie same proportion 
to the total profits of the business of such person (such profits 
being computed in accordance with the provisions of the Indian 
Income-tax Act) as the receipts so accruing or arising bear to 
the total receipts of tlic business, or in such other manner as 
the Income-tax Ofiicer may deem suitable. 

V 

34. The prohls derived from any business carried on in the 
manner referred to in section 42 {2) of tlie Act may be deter- 
mined for the purposes of assessment to income-tax according 
to the preceding rule. 

35. The total income of the Indian branches of non-resident 
insurance companies (Life, Marine, Tire, Accident, Burglary, 
Fidelity Guarantee, etc.), in the absence of more reliable data, 
may be deemed to bo the proportion of the total income, profits 
or gains, of the companies, corrcsjionding to the proportion 
which their Indian premium income beai\s to their total 
premium income. 

36. An application for a refund of income-tax under 
section 48 of the Act shall be made in the following form : — 

AfyUcation for refund of Income-ia^v, 

I of 


do hereby state tliat my income from all sources to which the 
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Act applies during the year ending on the 31st 

March 19 , amounted to Bs. only. 

I therefore pray for a refund of 


Rs 

under “ 

Salaries ” 

Rs. 

under 

“ Securities ” 

Rs. 

under 

“ Dividends from 


companies ” 

Rs. under “ Share of profits 

of the registered firm ” 

known as of which I am a partner, {it 

should be 
scored out.) 


Signature 

I hereby declare that what is stated herein is correct. 
Dated 19 


/ Signature 

37. The application under rule 36 shall be accompanied by p 
a return of total income in the form prescribed under section 22 
unless the applicant has already made such a return to the 
Income-tax Officer. 

38. Where the application under rule 36 is made in respect p, g^, 
of interest on securities or dividends from companies, the 
application shall be accompanied by the certificate prescribed 

under section 18 {9) or section 20, as the case may be. 

39. The application under rule 36 shall be made to the p. gA, 
Income-tax Officer for the district in which tie applicant is 
chargeable directly to income-tax or, if he is not chargeable 
directly to income-tax, to the Income-tax Officer for the district 

in which the applicant ordinarily resid^^^ fu, U 

XI The application under rule 36^iay t)e presented by the P, 84, 
ijji-applibant in person or through a duly authorized agent or may 
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NOTES AND INSTllDCTIONS REGARDING THE INCOME-TAX 

LAW AND RULES. 

1. Extent of the Act. \_Section 1 (2).] — This sub-section governs tbe 
whole of tbe Act and defines the areas to' which the Act applies. 
Section T (2) on the other hand governs merely the taxation of parti- 
cular classes of income. 

The words “ and to all other servants of His Majesty in those 
dominions'^” were added in the Act of 1918 as it was considered advisable 
to abandon the previous limitation, in the case of persons serving outside 
British ■ India, of liability to British subjects, since it not infrequently 
happens that subjects of Indian States are taken into Government 
employmient and sent to serve in places outside British India. 

The words “including British Baluchistan” were inserted in the- 
Act of 1922. Prior to the passing of that Act, the Income-tax Act was 
applied to British Baluchistan by notification in a restricted form, 
income-tax .being, under the notification, leviable only upon salaries 
received by persons in the service of, and paid by or on behalf of. 
Government or of a local authority established in the exercise of the- 
powers of the Governor General in Council. The Act now applies in/ 
full force to the whole of British Baluchistan. 

Under this sub-section — 

(a) the Act applies in Indian Slates to all persons in the service of 
Government, whatever their nationality. It applies in Indian States to 
^ persons in the service of a local authorit}'- established in the exercise of 
* the powers of the Governor General in Council, only if they are British 
subjects or servants of Government lent to tlie local authority; 

(&) the salaries of Government officers serving outside British India 
are not liable to income-tax unless they are drawn or otherwise received 
in British India; 

. (c) Erontier Agency tracts and ceded areas are included in the term 

“ dominions of Princes and Cliiefs in India in alliance with His 
Majesty ” (G. I. No. 791-F., dated the 26th March 1918). 

2. Definition of ” agricultural income.” ^Section 2 (1).] — Agricul- 
tural income is exempted from tax under the provisions of section 4 (5) 
(viii) of the Act and any income to be exempted must fall within the words 
of this definition. The definition was amended in the Act of 1922 in order 
to make it clear that rent or revenue derived from land used for agricul- 
tural purposes [clause (a) ] is exempt from tax only in cases where the 
land is assessed to land revenue by an authority in British India or is 
subject to a local rate assessed and’ collected by an authority in British 
India, and that the exemption does not apply to cases where the land 
pays revenue or local rate to authorities outside British India. 
Clauses (b) and (c) were also amended at the same time in order to make 
it clear that the limitations in clause (a) apply also to the incomes 
specified in clauses (&] and (c), so that income derived from agriculture 
will only be exempt if the agriculture is in respect of land on which 
land revenue or local rate is paid to an authority in British India. 

3 ? 2 



!A further amendment was also made by the Act of 1922 in clause 
(6) (iii).' Under the previous .Acts profits from the sale by a cultivator 
or receiver of rent-in-kind of the produce raised or received by bim were 
included under “agricultural income” only^n cases where the culti- 
vator or receiver of rent-in-kind did not keep a shop or stall for the sale 
of such produce. Under the present Act profits derived by a cultivator 
from the sale of the produce raised by him are included in the term 
agricultural income ” where the produce is sold in its raw state, that 
is, if no process has been performed in respect of the produce other than 
a process of the nature described in sub-clause {ii). The tax therefore 
is now not leviable on the profits derived by a- cultivator or receiver of 
xent-in-kind from the sale of the raw produce raised or received by him 
even if he keeps a shop for the retail vend of such raw produce. 

The income derived from the manufacture of indigo is, under the 
orders contained in paragraph 16 {20), exempt from tax up to the 31sl 
March 1923. 

Rules 23 and 24 prescribe the manner in which, and the procedure 
by which, profits and gains shall be arrived at in the case of incomes 
derived in part from agriculture and in part from business, and provide 
for the separation of industrial from agricultural profits in cases where 
the agricultural raw produce is worked up for the market. 

Attention is invited - to the ruling of the High Court of Bengal 
(Case Ho, 1) in which it has been held that the premium paid-for the 
settlement of waste lands or abandoned holdings may reasonably be 
regarded as “rent or revenue ” derived from land, as used in this defi- 
nition, but that the same considerations do not apply to the salami or 
premium paid to a land-holder for recognition of a transfer of a holding 
from one tenant to another. ’ This latter sum is taxable. Illeg^ 
ahwahs are also taxable since they do not come within the definition of 
[ ‘ agricultural income . 

Attention' is invited also to the rulings of the Patna High Court and 
of the Bengal High Court (Cases Hos. 2 and 3) in which it has been held 
that the profits of sugar factories and profits derived from the manufac- 
ture of tea as a marketable commodity from the green leaves are liable • 
to assessment. 

3. Definition of “ assessee.” [^Section 2 [2 ).’] — “ Assesses ” is defined 
to mean a person by whom income-tax is payable. Income-tax includes 
super-tax which is defined in section 55 to be “ an additional duty of 
income-tax.” Under section 3 {39) of the General Clauses Act, the word 
“ person ” includes any company or association or body of individuals 
whether incorporated or not. 

The charging sections (sections 3 and 55) lay down who the persons 
and associations are who are liable to income-tax and super-tax. Income- 
tax is payable under section 3 by every individual, company, fimn and 
Hindu undivided family, and super-tax under section 55 is payable by 
eveiy individual, company, unregistered firm and Hindu undivided 
family. *W^hile both income-tax and super-tax, therefore, are payable 
by every individual, company and Hindu undivided family, there is a 
distinction in the case of firms. All firms whether registered or unregis- 
tered (see paragraph 9) are liable to pay income-tax, but while unregis- 
tered firms are liable to pay super-tax,- registered firms are not. The 
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income of registered firms is liable to super-tax in tbe bands of tbe indi- 
vidual partners' of tbe registered firm. -- 

4. Definition of “ comfany.” [Section 2 (d).] — Tbis definition 
includes all companies constituted in tbe Dominions of tbe Crown, while 
tbe latter part of tbe definition is confined to sucb foreign associations 
as the Board of Inland Revenue may desire to treat as companies for tbe 
purposes of tbe Act. Tbe object of tbis latter part is to include associa- 
tions sucb as tbe French Societies Annonymes which, though incorporate 
bodies, have many characteristics in common with tbe companies recog- 
nised by our law, if tbe Board of Inland Revenue thinks that they should 
be treated as companies for tbe purposes of tbe Act. 

5. Definition of previous year.'' [Section 2 (if).] — Under section 
3 of tbe Act, assessable income is to be computed with reference to a fixed 
period which is known as the “previous year.” Tbis fixed accounting 
jjeriod, tbe income, profits and gains of which alone are taken into con; 
sideration in making an assessment, is treated as isolated, without any 
consideration of what went before or what came after. Tbe definition 
of tbe phrase “ previous year ” in tbe Act of 1918 restricted tbe account- 
ing period to a period of 12 calendar months. Tbe period of 12 
calendar months was tbe peinod ending on tbe 31st day of March next 
preceding tbe year for which tbe assessment was to be made, but tbe 
assessee was given an option of adopting a year of 12 calendar months 
ending on a date other than tbe 31st of March if that was tbe date up 
to which bis accounts were made up. Tbis gave rise to dijficulties in 
tbe case of certain communitie's, whose commercial year is not necessarily 
a calendar year, .but is a period which, expressed in calendar months, 
varies from year to year, and in one year may be slightly over and in 
another slightly under 12 months. Again, under tbe definition in tbe 
Act of 1918, any year which was adopted in place of tbe financial year 
bad to terminate at some period within tbe previous financial year, and 
as there are numerous cases where tbe commercial year terminates in tbe 
month of April, tbe returns and accounts on which tbe assessment was 
based in sucb cases related to a period more than 12 months prior to tbe 
date of assessment. While tbe definition of tbe phrase in tbe Act of 1918 
has been repeated practically without alteration in clause (a) of tbis 
sub-section, clause (b) is a new provision -providing for tbe difio-cnlties 
referred to above. Untler tbis clause tbe Board of Inland Revenue or tbe 
Commissioner of Income-tax in a province, if authorised by tbe Board of 
Inland Revenue, may determine as the “previous jmar” a commercial year 
which may be slightly over or slightly under 12 months, and which may 
terminate on a date subsequent to tbe end of tbe previous financial year. 
Tbe Board of Inland Revenue has authorised tbe Commissioner of Income- 
tax in each province to determine as tbe “ previous year” in tbe case 
of any person, business or company, or class of person, business or 
company, 

(a) a commercial year which may consist of more or less than 
12 months, provided tliat no commercial year which ma3’' 
extend to less than 11 or more than 13 calendar months in 
any one year shall be so determined; and 

(h) a commercial year terminating after the end of the previous 
financial j^ear, provided that no commercial year terminal- 
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ing later tlian one montli after tlie end of tlie previous 
financial year sliall be so determined. 

Where the Commissioner desires that a “previous year should be 
recognised which does not come within his powers of sanction as stated 
nbove, he must obtain the orders of the Board of Inland Eevenue. 

Income-tax Oflicers are, therefore, debarred from treating as a 
jmevious year ” any period which does not come within the definition 
in clause (a; unless such “ previous year ” has been sanctioned either 
by the Income-tax Commissioner or the Board of Inland Eevenue. 

Under the proviso to clause (a) an assessee who has exercised the 
option of selecting as his “ previous year ” a year terminating on a date 
other than the 31st day of March within the previous financial year, may 
not again exercise tliat ojfiion except with the consent of the Income- 
tax Officer, and upon such conditions as he may think fit. Income-tax 
Ofiicers in dealing with such cases, and Commissioners in dealing with 
cases under sub-clause (&), should take steps to secure that the changing 
over from one previous year to another shall not result in any loss of 
revenue. The convenience of an assessee in this matter must be studied 
so far as possible, as it is desirable that the accounthig period for income- 
tax purposes should be the same as. the accounting period according to 
which an assessee makes up his accounts for the purjmses of his business, 
but in the actual year of change conditions should be laid down suffi- 
cient to secure that the substiUition of one year, for another shall not 
result in any profits of an assessee escaping assessment. 

6. Definition of “ Principal Officer.*' [Section 2 (72).]— Income-tax 
Officers should treat as the “Principal Ollicer ” of a local authority or 
company or other public body or association in the first instance the 
officials specified in clause (n) ; it is only in cases where the Income- 
tax Officer has no information regarding the persons who discharge the 
functions of the officers mentioned in clause (o) or where such persons 
cannot be found, that he should use the powers conferred by clause (6) 
of treating as the principal officer any other person connected with the 
company, public body or association. 

7. Meaning of the term '‘local authority." — “Local authority,” a 
phrase used in sections 2 (^(72), 4 {3) {Hi), 7 and 21, is defined in 
section 3 {28i) of the General Clauses Act as 

a municipal committee, district board, body of port commissioners or other authority 
legally entitled to, or entrusted by the Government with the control or management of, a 
municipal or local fund.” 

8>. Definition of “ yuhlic servant.*' [Section 2 (75.] — This definition 
s of importance for the purposes of section 54 of the Act. The definition 
cf the phrase in the Indian Penal Code contains the following ; — 

“ The words ‘ public servant ’ denote a person falling under any of the descriptions 
hereinafter following, namely : — ' 

Niniti Every officer whoso duty it is, as such officer, to take, receive, keep, or 
expend any property on behalf, of Government, or to make any survey,' assessment or 
contract on behalf of Government, or to execute any revenue-process, or to investigate, 
or to report on any matter affecting the pecuniary 'interests of Government, or to make, 
authenticate or keep any document relating to the pecuniary interests of Government, or 
to prevent the infraction of any law for the protection of the pecuniary interests of 
Government, and every officer in the service or pay of Government or remunerated by 
fees or commission for the perforftiance of any public duty; 
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Tenth. — Every officer whose duty it is, as such officer, to take, receive, keep or 
-expend any property, to make any survey or assessment, or to levy any rate or tax 
for any secular common purpose of any_ village, town or district, or to make, authenticate 
•or keep any document for the ascertaining of the rights of the people of any village, 
-town or district. 

Ex'plarfation 1. — Persons falling under any of the above descriptions are public 
■servants, whether appointed by the Government or not. 

Explanation S. — Wherever the words ‘ public servant ’occur, they shall bo under- 
stood of every person who is in actual possession of the situation of a public servant, 
whatever legal defect there may be in his right to hold that situation.” 

9. Registered and Unregistered Firms. [Section 2 {14) and {16 ).'] — 
Utiles 2 to 6 prescribe the metbod of registering a film. A firm to be re- 
gistered must be constituted under an instrument of partnership wbicli 
definitely specifies the individual shares of the partners in the profits of 
■the firm. The distinction between a registered and unregistered firm for 
the purposes of this Act is : — 

(1) Income-tast is assessed upon the profits of a registered firm at the 
maximum rate -whatever the amount of the profit^ of the registered firm 
may be (see Pinance Act) ; and a member of such a registered firm, on 
satisfying the Income-tax Officer that such maximum rate is higher than 
the rate applicable to his “total income,” may get a refund on his share 
of those profits calculated at the difference between the two rates (see sec- 
tion 48 {2) ), such share of .the profits being included in the “total in- 
come” of such member for the purpose of determining the rate applicable 
[see section- 16 {!) ] . In the case of an unregister ^ firm income-tax is 
levied on the income of the firm at a rate graded according to the profits of 
the firm as if it were an individual (see Pinance Act) ; a member of such 
a firm is not entitled to any refund, but his share of the profits of the firm 
is included in his “total income” for the purpose of determining the rate 
-at which he shall pay income-tax on any other income [see section IG {!) ] . 

The profits of a registered firm are liable to tax at the maximum rate 
even if they are less than Us. 2,000, while an unregistered firm is not liable 
to income-tax if its profits in any one year are less than Us. 2,000- But 
where the profits of an unregistered firm are not assessed to income-tax, 
they are liable to tax in the hands of the individual members of the firm, 
that is, they are included in the assessable income of the individual mem- 
ber [see Pinance Act and section 14 (2) (6) ] ; 

(2) A registered firm is not liable to super-tax, the share of indivi- 
dual members in the profits of such- a fiim being included in the income 
of each individual member for the purposes of super-tax. An unregisler- 
ed firm is, however, liable to su^er-tax (like an individual) on that amount 
of the profits of the firm which is in excess of Us. 50,000 (see Pinance Act 
-and section 55 of the Income-tax Act.) Super-tax is not payable by an 
individual having a share in an unregistered firm in respect of the profits 
.of the unregistered firm, except in cases .where the profits of the unregis- 
tered firm have not been assessed to super-tax (see section 55 proviso). 

10. Definitioti of “ total- income” , [Section 2 {15). ] — The phrase 
“ total income ” is used in sections 3, 15 (-3), 16 {!), 17, 22 (I) and (2), 2B 
(1) and (3), 48, 55 and 56. The necessity for the definition 
and for the use of the phrase is due to the fact that, as stated 
4n paragraph 3, tax is payable not only by individuals but also 
by firms, companies and Hindu undivided families ; that is, 
■the Act provides for taxation at the source in . certain cases and 
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for taxation in tlie hands of the individual recipient in others-. 
Whether, hou-ever, tax is deducted at the source or in the hands of the in- 
dividual recipient, it is the total income of the individual recipient from- 
all sources to which the Act applies that determines his liability to in- 
come-tax (that is, whether his total income amounts to Rs. 2,000), and the 
rate at which he has to pay income-tax on the whole of his income. The 
solitary exception is in the case' of Hindu undivided families, income 
from which [under section 14 {1) read with section 16 {1) of the Act] is 
not included in the total income of the individual recipient. Again, 
there are certain classes or portions of income such as the amounts deduc- 
ted from salaries under the proviso to section 7 (1), the sums paid on 
account of insurance premia under section 15, securities issued income- 
tax free by the Government of India' or by local Governments under the- 
provisos to section 8, on which income-tax is not payable, but all such- 
sums are included in the total income of the assessee for the purpose of 
determining his liability to income-tax and the appropriate rate at which 
the tax shall be levied. There is, however, no taxation at the source 
in the case of super-tax, nor are there any portions of income (other than 
income derived from a Hindu undivided family by a member or from an 
unregistered firm in the special case mentioned in the proviso to section 
55) which are exempted from payment of super-tax and it is upon the 
total income that super-tax is chargeable in the hands of the individual. 

11. Graduation of income-tax. {Section 3 .) — The Income-tax Act 
deals merely with the basis, the methods and the machinery of assessment, 
and does not contain, as the previous Acts did, schedules specifying the 
rates at which income-tax shall be charged- These rates are determined 
by the Finance Act which is passed annually by the Central Legislature. 
The rates prescribed by the current Finance Act will be found on the last 
Dage of Part I of this Manual. The same remarks apply to super-tax (see 
section 55 of the Act). 

12. Definition of ^^Income^' {Section 3 .) — Section 3 of the Act of 
1918 provided that the Act should apply to '^income.” Difficulties were- 
experienced in regard to the assessment of business profits owing to a 
High Court ruling that the word “income” in that section meant income- 
actually or constructively received and that the use of the word in that 
sense in the said section restricted and limited any interpretation to be- 
placed upon the following sections of the Act which specified the different 
classes of income liable to the tax. . This interpretation would, if strictly 
followed, have caused considerable inconvenience in assessing business- 
profits to those assessees who keep their accounts not on the basis of sums 
actually received and sums actually paid out but on the principles of mer- 
cantile accountancy', by the preparation of a profit and loss account and 
the comparison of the value of the stock in hand at the beginning and at 
the end of each year, since such assessees would have been required to re- 
cast the whole of their accounts on a cash basis for income-tax returns. 
There were other directions also in which so strict an adherence to the in- 
tei-pretation placed on the word “income” would have caused difficulties- 
For this reason the phraseology in section 3 and in other sections of the- 
present Act has been re-worded. The plan adopted has been not to at- 
tempt a general covering definition of “income,” but to prescribe that the- 
tax shall be chargeable not upon “income” (whether “income”, be deem- 
ed to mean actual recei]pts and expenditure or any other general definition} 
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but in respect ot “ all income, profits or gains ” as set ont and defined in 
section 4 and sections 6 to 12 of tlie Act. II tliere is any class of income 
tliat does not fall witliin tlie -R'ords tliat impose tlie cliarge in those sec- 
tions, that class of income is not within the scope of the tax. 

For the method of accounting to he adopted in computing “ income, 
profits or gains,” see paragraph 34. 

13. Accounting 'period to he adopted for determining assessable in- 
come. , {Section 3.)- — ^'Under the Act of 1918 tax at the rates fixed for any 
year was levied on the income of that year. A provisional assessment was 
first made on the income of the preceding year and this assessment w‘as 
subsequently adjusted and corrected when the income of the year in which 
the provisional assessment was made was ascertained- This system has 
now been abolished in the present Act which provides for the tax at the 
rates sanctioned for any year being assessed finally on the income, profits 
and gains of the “previous year” (see paragraph 5) and for the abolition 
of the adjustment sj’-stem except in the cases specially provided for in sec- 
tion 25 and in the provisos to sebtion 68 of the Act. The provisos to sec- 
tion 68 of the Act are merely temporary provisions providing for the tran- 
sitional period in the 3^ear 1922-23 and the only exceptions to the general 
rule that assessments are made finally on the profits of the previous year 
are contained in section 25 of the Act. Under the first two sub-sections of 
section 25, in order to guard against a possible loss of revenue owing to 
delay in making assessments on the profits of businesses that close down 
dxiring the course of a financial or commercial year, it is provided that in 
such cases, in addition to the assessment on the income of the previous 
year, a further assessment may be made in the year in which a business, 
profession or vocation is close'd down on the income of that year. This 
is merely a- discretionaiy and not an obligatory method of assessment tO' 
be adopted in exceptional cases where delay in making the assessment 
might lead to a loss of revenue. 

The other class of cases provided for in sub-section (3) of section 26 is- 
confined to those particular businesses, professions or vocations which were 
in existence when the present Act came into force and oh which tax had 
been charged under the provisions of the Act ot 1918. Since the abolition 
of the adjustment system meant that in the case of those particular busi- 
nesses the tax would, had no special provision been made, have to be paid 
on the profits of one year more than under the system in force under the 
Act of 1918, it is specially provided that in the year in which such busi- 
nesses, professions or vocations close down, the adjustment provided for 
in the Act of 1918 shall be made. 

14. When income earned outside British India is taxable. [Section 
4 (i).] — The Act applies to all income from whatever source it is derived 
if it accrues or arises or is received in British India, or is, under the pro- 
visions of the Act, deemed to accrue or arise or to be received in British 
India. The tax is, therefore, payable on all' income arising or accruing 
in British India whether the recipient resides in British India or not (see- 
case hTo. 5). The tax is also payable in respect of income received by a 
resident in British India irrespective of whether it accrued or arose within 
or without British India. Tax is also payable in respect of income which 
is “deemed under the provisions of this Act to accrue or arise or to be re- 
ceived in British India-” The particular cases where income is “deemed 
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'Under tlie Act to accrue or arise or to be received in Britisb India” are 
-specified in section 4 {2), section 7 {2), section 11 (5), and section 42. 

Section 4 (2) was inserted in tbe present Act owing to tbe tax baying 
previously been evaded in tbe case of income acciniing or arising out of 
•Britisb India and received in Britisb India by bringing in tbe said in- 
come at intervals and claiming tbat as sucb income was not received in 
Britisb India in tbe year in wbicb it arose or accrued out of Britisb India, 
•it was, when brought into Britisb India, not income but accumulated pro- 
'fits or savings or capital. Tins sub-section is restricted in its application 
=to tbe case of business profits or gains and provides witb respect to sucb 
profits or gains tbat they shall be deemed to be profits and gains of tbe year 
■in wbicb they are received or brought into Britisb India notwithstanding 
that they did not accrue or arise in tbat year, provided "that they are so 
■received or brought in within three years of the end of tbe year in wbicb 
they accrued or arose. Tbe pro-vision relates, of course, merely to income, 
profits or gains, and not to tbe importation of capital ; it provides for tbe 
■inclusion in tbe assessable income, profits or gains of tbe year in wbicb 
it was received or brought into Britisb India, of business profits or gains 
accruing or arising within tbe previous three years which would, apart 
from tbe provisions of this sub-section, have been taxable bad they been 
brought into Britisb India in the year in wbicb they arose or accrued. 

A person resident in Britisb India carrying on and controlling a busi- 
ness abroad is not, therefore, liable to tax on tbe profits of tbe business 
abroad unless and until sucb profits are received or brought by him into 
Britisb India, and when so brought or received be is only liable to tax on 
tbe profits of tbe last three years, but tbe profits of those three years are 
included in bis taxable income of tbe year of receipt. 

Beference is invited to case No. 4 in wbicb tbe High Court of Madras 
bold tbat profits derived from business carried on outside Britisb India by 
persons resident in Britisb India are not liable to assessment under tbe 
Act if tbe profits are not remitted to Britisb India. Tbe assessee in this 
case Avbo resided in Britisb India was a proprietor of a money lending 
business carried on by bis agents in various places outside Britisb India- 
'The only part taken by tbe proprietor in tbe business was to acquaint him- 
self with tbe state of business abroad and occasionally to issue general 
instructions, and it was not disputed tbat none of tbe income accruing 
ubroad bad ever been transmitted to him in India. 

Tor tbe special case of tax on interest on sterling securities see para- 
-giapb 15. 

15. Is interest on the sterling securities of the Government of India 
or on the sterling securities issued by English companies carrying on busi- 
ness in British India liable to Indian income-tax ? — ^Wbere such interest 
is received by tbe debenture or security bolder in Britisb India, it is clear- 
ly liable to Indian income-tax under section 4 (1) ; where, however, it is 
mot received in Britisb India, tbe tax will only be payable under tbe terms 
of tbe same section if tbe interest can be held to accrue or arise there. 
“Accrue or arise” as used in this connection are general words descriptive 
of a right to receive, and in this view tbe relevant portion of section 4 (1) 
of tbe Act may be paraphrased by stating tbat tbe income to wbicb tbe 
Act applies is income ireceived in Britisb India or “income 
-wbicb there is a right to receive in Britisb India. If this 
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test is applied, interest on tlie sterling securities of tlie Govern- 
ment of India, if not received in British India, vrill not be 
<;bargeable witb Indian income-tax ; and similarly tbe interest on 
sterling debentures issued by companies will not be chargeable if, as is 
usually tbe case, there is a right to receive it in England. Eor the pur- 
pose of the test it is immaterial in what currency the security or loan and 
its interest is expressed, and consequently the same principle is also ap- 
plicable in determining the liability to Indian income-tax of the interest 
on foreign (other than sterling) debentures. On the other hand, interest 
■on promissoiy notes of the Government of India enfaced for payment in 
England is liable to Indian income-tax, since here the right to receive 
payment of interest is a right to receive it in India, and the concession by 
which Government paper can be enfaced for payment of interest in London 
does not constitute any part of the actual contract entered into by Gov- 
•ernment. * ■ 

16. Exemftions . — In addition to “the exemptions mentioned in section 
4 (5), the following further exemptions have been made by the Governor 
General in Council in exdrcise of the powers conferred by section 60 of 
the Act. 

“ The following classes of income shall be exempt from the tax pay- 
:able under'the said Act and they shall not be taken into account in 
determining the total income of an assessee for the purposes of the said 
Act : — 

(1) The official allowance which an agent of a Prince or State in 

India, who has been duly Accredited to represent the Prince 
or State for- political purposes in any place within the 
limits of British India, receives ,as such agent in British 
India from the Prince or State; and the official salaries 
and fees received in India by Foreign Consuls, Represen- 
tatives and Consular employes from their Governments. 

(The latter portion of this exemption applies only to foreign consuls, 
representatives and their foreign employes : and as regards them it 
applies only to salaries and fees received from their Governments and 
not to any other income profits or gains, acciming or arising to them or 
received by thfra in British India. The exemption does not apply to 
residents in India who are employed as consuls or representatives of foreign 
powers or as emplojms of foreign consuls.) 

(2) The salary and allowances paid by a State in India during 

the period of deputation to any person deputed by the State 
for training in British India. 

'(3) Scholarships granted to meet the cost of education. 

(4) Such portion of the income of a member of His Majesty’s Forces 
or of His Majesty’s Indian Forces as is compulsorily 
deducted from his salary by the orders, or with the approval, 
of Government for payment to a regimental mess or band 
fund. ^ - , , 

v(5) The allowances attached to — 

The Victoria Cross. 

The Military Cross. 

The Order of British India. 

The Indian Order of Merit. 
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(6) TKe interest on Government securities lield by Ruling Obiefg-^ 
and Princes of India, as tbe property of tbeir States, in^ 
tbe special non-transferable form '■of Government promis- 
sory notes. 

~( 7 ) Tbe yield of Post Office casb certificates. 

(8) Tbe interest on deposits in tbe Post Office Savings Bank. 

(9) Tbe income derived by a University or other educational in- 

stitution existing solely for educational purposes and not 
for purposes of profit, from fees and other receipts of a 
similar character. r 

(10) Tbe salary of His Majesty’s Trade Commissioners in India. 

(11) Tbe gratuities which are granted to officers and others in 

respect of wounds or injuries received either in action or 
in the performance of military duty otherwise than in 
action. 

(12) The gratuities which are granted to the widows, children ox 

.other relatives of officers and others who are killed in 
action or suffer violent death due directly or wholly to war 
service, or are killed or die of injuries sustained on flying 
duty or while being caixied on duty in air craft under proper 
authority, or die within seven years from wounds or injuries 
so received. 

(13) The gratuities granted to non-pensionable subscribers to a 

Railway Provident Pund on their retirement or in the 
event of their death while in service to their widows or 
children dependent on them. 

(14) The allowance or salary paid in the United Hingdom to offi- 

cers on leave or duty in that country whether such allow- 
ance or salary is paid in sterling in the United Kingdom 
or by means of negotiable rupee drafts on a bank in India. 

(15) The leave allowance or salary drawn from any Colonial Trea- 

sury by an officer on leave or duty in the Colony. 

(16) The pensions of officers drawn from any Colonial Treasury 

or paid in the United Kingdom, whether such pensions are 
paid in sterling or by means of negotiable rupee drafts on. 
a banli in India. 

(17) The interest on the Mysore Durbar twenty-year 6|- per cent. 

Bonds of 1920, ten-year 7 per cent- Bonds of 1921, 20 ta- 
30-year 65 per cent. Bonds of 1921. 

.(18) Pensions granted to members of His Majesty’s naval, military 
or air forces in respect of wounds or injuries received in 
action or in the performance of naval, military or air iorce 
duty otherwise than in action. 

(19) Pensions granted to members of His Majesty’s naval, mili- 
tary or air forces who have been invalided for naval, 

■ military or air force service on account of bodily disability- 
attributable to or aggravated by such service; and 
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(20) Tlie income deriyed from tlie manufacture of indigo for a 
period of two years commencing witli the 1st of April 1921 ; 
and 

The following class of income shall he exempt from the tax payable 
u.nder the said Act, but it shall be taken into account in determining the 
total income of an assessee for the purposes of the said Act : — 

The interest on Government securities purchased through the Post 
Office and held in the custody of the Accountant-General, 
Posts and Telegraphs.” 

In addition to the above the following remission has also been made 
•under section 28 of the Co-operative Societies Act, 1912, viz,, “ The 
Governor General in Council is pleased to remit the income-tax payable 
in respect of the profits of any co-operative society for the time being 
registered under that Act, or of the dividends or other payments received 
by the members of any such society on account of profits.” It is to be 
particularly noted that under this latter notification Co-operative Societies 
•are liable to pay income-tax on the income derived by them from interest 
on securities and that Co-operative Societies are not exempt from super- 
tax but are liable to pay super-tax on the whole of their profits. 

Apart from the particular cases of Co-operative Societies and of Gov- 
•ernment securities purchased through the Post Office, and held in the 
custody of the Accountant-General, Posts and Telegraphs, the incomes 
•or portions of incomes exempted under section-. 4 of the Act and under 
the orders of the Governor General in Council under section 60 of the 
Act referred to above, are not only not subject to income-tax or super- 
tax, but they are also not' to be taken into account in determining the 
rate of tax on other income ; they are excluded from considera- 
•tion altogether. 

17. Exemption of income derived from property held under a reli- 
gious or charitable trust. — ^Tinder section 4 (3) (i) income derived from 
property which is held under a purely religious or charitable trust oi 
under .any other legal obligation that it should be utilised for religious 
■or charitable purposes is exempt. 

' Section 4 (5) (n) similarly exempts the income of religious or chari- 
table institutions which is derived from voluntary contributions and is 
applicable solely to religious or charitable purposes. 

To secure exemption under clause (i) or clause (ii) of section 4 (3) th( 
income of religious or charitable, institutions and income derived iron: 
property held for religious or charitable purposes need not be actuall\ 
-Spent on religious or charitable purposes in the year of receipt. It is suffi- 
cient if it is set aside for those purposes. "WTiere a trust exists the income- 
tax authorities are not required to satisfy themselves that it is so applied. 
In the case of mixed trusts, the income-tax authorities are required to 
•enquire into the application of the income. "Wliere property is held in 
part only for religious or charitable purposes a proportionate share of any 
•expenses incurred on management should be considered as applied to those 
pui'poses. 

To remove doubts regarding the application of these two clauses, 
read with the definition of “ charitable purposes, ” to universities and 
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otlier educational institutions tte special exemption under section 60 
of tlie Act mentioned in paragraph. 16 (9) was made- It is to he noted that 
that exemption applies to the portion of the income of such institu- 
tions “ derived from fees and other receipts of a similar' character 
and that the exemption does not apply at all in cases where such insti- 
tutions are maintained “ for purposes of profit. ” 

Attention is also invited to the exemption mentioned in paragraph Ifi 
(3) of scholarships granted to meet the cost of education in the hands of 
the recipients of the scholarships. 

18. Exemption of Provident Funds. — Under section 4 (5) (iv) the 
interest on securities held by- certain provident funds, under section 4 
{3) (v) capital sums paid as accumulated balances, at the credit *of sub- 
scribers to such funds, and under section 15 (i) contributions paid by 
subscribers to such funds up to a certain limit are exempt from the tax. 
The words “ accumulated balance ” are intended to include not only 
contributions and subscriptions but also interest thereon-. These pro- 
vident funds are only those to which the Provident Punds Act of 1897 
applies, that is the provident funds of public sen'ants or quasi-public 
servants, the constitution and control of which are regulated uy the Pro- 
vident Punds Act and the rules made thereunder. The only other Pro- 
vident funds which possess these privileges are those which comply with 
the provisions of the Provident Insurance Societies Act of 1912, or which 
have been exempted from the provisions of that Act. There are few such - 
funds, and in general it may be said that these privileges are not conferred 
upon the private Provident Punds- of firms and companies which are 
not at present regulated by any law. 

These remarks refer to the money in the funds and to the payments 
by subscribers and contributions made by employes to these funds 
The contributions by employers to Provident Funds stand on a tqtally 
differei^ footing and are dealt with in paragraph 45, but the special 
privileges conferred by these particular sections do not apply to any funds- 
which have not a recognised legal footing. 

A special exemption has been granted (see paragraph 16 {13) ) in the 
case of Railway Provident Punds but this applies only to the gratuities 
paid out of these funds in the event of the retirement or death .of the sub- 
scribers. 

19, Meaning of the word “ securities ” as used in section 4 (3) (iv). 
— The definition of the phrase “ interest on securities in .section 
8 of the Act should not be applied to determine the interpretation to be 
given to these words in section 4 (3) (iv), since the words as used in 
section 8 are in a specially restricted sense and do not cover, for example, 
interest on so typical a form of security as a mortgage. Ror should 
the meaning of the word “ securities ” in section 4 (3) (iv) be restricted 
to the ordinary limited legal sense in which it must always have reference- 
to a loan. Provident Punds are entitled to invest in any trustee security, 
and it has not been the intention of Government to discriminate between 
the various classes of investments which are thus legally authorised. 
The word “ securities ’’ in section 4 (.?) (iv) should -therefore be inter- 
preted as covering all securities mentioned in section 20 of the Indian 
Trusts Act. 
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20. Perquisites or benefits not-xapahle of conversion into money . — 
The provision in section 3 (2) {ix) of the Act of .1918 that “ any per- 
quisite or benefit which is neither money nor reasonably capable of being- 
converted into money ” was not liable to tax, has been omitted in the 
Act, as the existence of that provision made it impossible to assess to> 
income-tax,- for example, rent-free residences in cases where the assesses 
had not the power to sub-let, while rent-free residences were liable to the- 
tax where, the assesses had the power to sub-let. 

Under section Y (Y) of the Act, all perquisites received by an em- 
ploye in lieu of" or in addition to salary or wages are liable to the tax. 
House-rent allowances and the value of rent-free quarters form addi- 
tions to the remuneration of an. employe ; and even where residence in 
a particular town or building is necessaiy for the proper performance 
of the employe’s duties, such allowances or perquisites cover expenses- 
of a personal character which the employe would otherwise have to 
incur. They do not therefore “ meet expenses wholly and necessarily 
incurred in the performance of the duties of an office or employment 
of profit ” and are therefore not covered by the exemption in, section 4 
(3) (^•^) of the Act and are taxable under section 7 or section 12. 

Two conditions have to be fulfilled before the exemption specified 
in section 4 (5) (vi) can apply. The expenses incurred by the employe- 
must be wholly and necessarily incurred in the performance of his duties 
as an employe ; and the allowances or perquisites must have been granted 
by the employer with the set purpose of meeting the extra expense thus 
caused to the employe, and that extra expense only. It is thus a question 
of fact in each case whether a house-rent allowance or the value of rent- 
free quarters is exempt from the tax, but the following examples will- 
serve to indicate the lines on which the decision should be made : — 

(o) A currency officer is granted rent-free quarters in his our- 
. rency office. Even though his residence in that office is 
necessary for the proper performance of his duties, he will 
be liable to the tax on the value of his rent-free quarters, 
since he would in any case have had to provide himself 
with a residence, and the perquisite does not therefore meet 
expenses wholly incurred in the performance of the djities * 
of an office or employment of profit. 

(6) A firm in Calcutta makes a practice of providing its employes 
’ with rent-free quarters, and houses some of its employes 
in its business premises as resident clerks. The employes of 
the firm, including the resident clerks, wall, as in the previ- 
ous case, be liable to income-tax on the value of their rent- 
free quarters. 

(c) A Government office has its headquarters in Bombay, but 
proceeds for some months in the year elsewhere, .and grants 
its ministerial establishment house-rent allowances or rent- 
free quarters in the place to which it proceeds with the 
specific object of |)roviding for the maintenance of a second 
and,' from the point of view of the grantees, unnecessary 
• residence in order that they niay perform their duties there. 
The allowance or the value of rent-free quarters will be • 
exempt from income-tax. 
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In all cases where rent-free Louses form part of the perquisites of an 
■employe, the cash Talue of such a house to the occupier should, in no case, 
be deemed to be more than 10 per cent- of the salary of the employ^. 

21. Casual gains. Section 4 (3) {'wii].] — In order to obtain exemp- 
t;ion as “ casual,” profits must comply with two conditions: — 

.(1) they must not be the proceeds of a profession, vocation or 
employment, or arise from business, that is, from “ any 
venture. or concern in the nature of trade, commerce or 
manufacture, ” [See section 2 (4) ], and 

(2) they must not be annual. 

Both these conditions must be fulfilled. The exemption also is spe- 
cifically not to appll' to an}’’ gratuity to an employe for services rendered 
•so. as to avoid the possibility of any ambiguity in connection with the 
use of the word “ gratuity ” in section 7 (7). The following are illus- 
trations of the effect of the provisions of section 4 (3) (vii ) : — 

(7) A purchases a house with a view to re-selling it at a profit. 
His profits from the transaction are liable to income-tax 
(even although it be an isolated transaction). B purchases 
a house for his own residence and later on sells it at a 
profit. His profit is not liable to the tax. 

(2) A wins a prize in a lottery or a bet on the race course. His 

receipts therefrom are not taxable. B is a book-maker. His 
profits from betting are taxable. 

(5) A is a professional beggar. His receipts from mendicanby 
are not exempted from the tax by this sub-section. 

(4) A makes a practice of .speculating in the purchase and sale 
of shares. His profits therefrom are liable to the tax. B 
purchases Indian War loan 1929-1947 at 95 redeemable 
at par. The premium received on redemption after a 
period of years is not liable to the tax. On the other hand, 
the yield from Treasury Bills arising from their issue at 
.a discount and repayment at par after 12 months or some 
shorter period is liable to the tax under section 12, though 
as this yield is not interest; the tax is not deducted at the 
source under section 18 (3). 

(3) A man writes a book. His receipts from its, sale are taxable. 

(G) Lump sum legacies are exempt ; annuities granted under a will 
are not exempt. 

22. Income-ta.v Authorities. {Section 5 .) — (1) The Board of Inland 
Revenue is appointed by the Governor General in Council. Its specific 
powers are mentioned in the various sections, c.g.', section 2 (ff), 2 (it) 
(b), 5 (5), 18 (5) and 59. Buies for carrying out the purposes of the 
Act are made by the Board of Inland Bevenue which also issues instruc- 
tions regarding the interpretation of the provisions of the Act and the 
rules, and is entrusted with the general adniinistration of the Aet. 

(2) The head of the Income-tax Department of a province is the 
Commissioner of Income-tax who is appointed by the Governor General 
in Council. The rest of the income-tax staff in a province are subordi- 
nate to him and they are appointed and dismissed by him. His power 
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of appointment and dismissal is, under section 5 {4) “ subject to tlie 
control of tke G-OTernor General in Council/- but tbe Governor General 
in Council exercises.tbis control tlirougb tbe local Government under tbe 
provisions of tbe following order : — 

“ Tbe Governor General in Council desires to utilise tbe agency of 
tbe Governor in Council of eacb Governor’s province in tbe following 
matters only in relation to income-tax: — 

{i) tbe appointment bj’' a Commissioner of Income-tax of any 
person to tbe substantive post of Assistant Commissioner of 
Income-tax or Income-tax Officer sball be subject to tbo 
previous approval of tbe Governor in Council. 

(t) tbe appointment by a Commissioner of Income-tax of any 
Officer wbo bas been dismissed from office by tbe Commis- 
sioner of Income-tax sball bave a right to appeal to tbe 
Governor in Council.”- 

While as regards tbe appointment or dismiss: 1 of such officials tbe 
Commissioner is subject to tbe control of the local Government, be bas 
full power to specify tbe functions to be performed by each official and 
tbe areas, persons and classes of income in respect of which these func- 
tions may be exercised. 

Tbe specific powers conferred upon him in regard to income-tas 
assessments ore specified in sections 28 (i), 32 (2), 33, 37, 54 (2) Proviso,- 
64 (3) and 66 of tbe Act. In particular be is vested with power under 
section 33 to review any orders passed by any income-tax official, and 
be alone may, under section 66 of tbe Act, state cases for tbe opinion of 
a High Court. 

(3) Tbe functions of Assistant Commissioner of Income-tax are mainly 
appellate, but they also exercise supervision over tbe work of tbe Income- 
tax Officers. Tbe particular powers conferred on them by tbe Act are set- 
out in sections 28 {!), 30 (2), 31, 37, 38, 39, 42 (2) and 53. 

(4) Income-tax Officers are the assessors. While section 64 of tbe Act 
specifies tbe particular Income-tax Officers by whom assessments sball be- 
made i.e., prescribes that assessments sball be made in tbe case of a busi-^ 
ness by tbe Income-tax Officer of tbe area where tbe principal place of 
business is situated, and in all other cases by tbe Income-tax Officer of tbe 
area in which tbe assessee resides, sub-section [4) of that section provides 
that every Income-tax Officer sball bave all tbe powers conferred by or 
under tbe Act on an Income-tax Officer' in respect of any income, profits 
or gains accruing or arising or received within tbe area for which be is 
appointed. This _^p articular provision was inserted mainly in order to- 
permit of enquiries being made into tbe profits of a branch business by tbs’ 
Income-tax Officer of tbe place in which the branch is situated and in order 
to enable every Income-tax Officer to make enquiries regarding all income, 
profits and gains arising or accruing within tbe area to which be is’ posted, 
even though tbe assessment in respect of tbe particular income, profits or 
gains may not be made by him. Income-tax Commissioners should there- 
fore secure by issuing instructions or otherwise that there is no oveilap- 
ping in this matter and that tbe same person is not assessed to income-tax 
by more than one Income-tax Officer but should at tbe same time secure 
tliat all Income Tax Officers sball give the utmost assistance to tbe 
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assessing Income-tax Officer in regard to any property, income profits 
or gains Tvitliin tlieir respective areas wliicli are liable to assessment else- 
where. 

• While it is intended that the work of making assessments, of hearing, 
appeals and of passing orders in review shall ultimately be carried out 
by separate officials known as the Income-tax Officer, the Assistant Com- 
missioner and the Commissioner, as a complete whole time stafi for in- 
come-tax work has not yet been appointed in many of the provinces, 
section 5 {4) makes provision for the continuance, until such whole time 
staff is engaged, of the existing system under which individual officers 
exercise the powers of an assessing authority in respect of particular 
classes of income and of an appellaie authorilv in respect of others, while 
the reviewing authority is in certain cases also the appellate authority. 

While the income-tax staff will as a rule be appointed in provincial 
■cadres, there are certain classes of cases for which it may be advisable 
that assessments should be made by an all-India staff. Such, for exam- 
ple, are the cases of military officers and of officers of other departments 
serving directly under the Government of India who are liable to transfer 
from one province to another; and there may be other cases such as the 
assessment of railway companies which at any time it may be considered 
advisable should be dealt with by a special officer for the whole of India. 
Sub-section (J) of this section has been inserted to make provision for the 
appointment of special officers in^such cases. 

23. Salaries, (Section 7 .) — The income taxable under this head in- 
cludes not only fixed salaries or wages and annuities or pensions, but 
also any fees, commissions, perquisites or profits received in lieu of, or 
in addition to, salaries or wages which are paid to an employe by or on 
behalf of any employer. Under the Act of 1918 the income chargeable 
under this head applied only to “ salaries ~ in the above sense when paid 
by or on behalf of Govei iment, a local authority or company, any other 
public body or association or by or ''n behalf of any private employer, 
who had entered into an agreement with the Income-tax Officer to re- 
cover the tax on behalf of Government, but under the present Act it 
applies to all salaries paid by or on behalf of every private employer, 
the obligation to deduct income-tax from salaries being under section 
18 (2) of the Act an obligation on every employer. 

The proviso to sub-section (1) applies only to compulsory deductions 
made under the authority of Government and not to compulsory deduc- 
tions made by other employers (see Paragraph 18). The amount exempted 
under this proviso has, however, to be taken into account under section 
16 (i) in computing the total income of an assessee for the purposes o^ 
determining whether he is liable to tax and the rate at which he is to be 
assessed. An assessee, for example, who has a salary of Es. 180 per men- 
sem or Es. 2,160 per annum and from whose .salary a compulsory deduc- 
tion is made by the authority of Government of Es. 300, per annum of the 
nature referred to in this proviso is liable to pay income-tax on Es. 1,860 
at the rate applicable to an income of Es. 2,160. 

Under section 58 of the Act this proviso does not apply to super-tax 
that is, no allowance of this kind is made for sifper-tax purposes. 

As regards “perquisites’- see paragraph 20. -. 




Language rewards and fees for conducting an examination, wlien tlie 
-conduct of tlie examination is not part of tlie officer’s ordinary duties, are 
not cliargeable as “ salaries,” but as income “ from other sources ” under 
section 12. 

For classes or portions of “ salaries ” wbicb are entirely exempt from 
■tax, see paragraphs 16 (1), (2), (4), (5), (10), (11), (12), (13), (14), (15), 
.(16), (18) and (19). 

Income under this head is always included in the income of the year 
dn which it is received ii'respective of the period in respect of which it 
was earned, with the solitary exception that where an officer of Govern- 
ment takes an advance of pay, the tax'is not chargeable on the advance, 
but the. tax is charged on the full salary of the month in which the 
advance is recovered by deduction without any regard to the deduction. 

A portion of a salary withheld under the orders of a Court is liable 
4o tax. 

24. Salaries iiaid in India hut outside British India. [Section 7 (2).] 
— See paragraph 1.- This sub-section makes chargeable, under this head, 
•salaries paid from Indian revenues to Government employes in any part 
of India and salaries paid by a local authority established in exercise of 
the powers of the Governor General in Council. All servants of Govern- 
ment or of such local authorities are, therefore, liable to pay tax on their 
salaries if +hey are employed in any part of India and irrespective of 
rtheir nationality. 

The words or any servant of His Majesty ” in this sub-section were 
inserted in the Act of 1918, so as to bring all servants of the Crown, 
■whether British subjects or not, within the purview of this sub-section, 
-on the ground that it seemed unnecessary to give to persons who were 
not British subjects specially favourable treatment which was not 
-accorded to British subjects. 

Under exemptions Hos. 14, 15 and 16 quoted in paragraph 16 allow- 
ances or salaries paid in the United Kingdom to officers on leave or duty 
in that country and leave allowances or salaries drawn from any colonial 
treasury by an officer on leave or duty in the colony and the pensions of 
•officers drawn from any colonial treasury or paid in the TJnitec Kingdom 
are exempt from the tax. The salaries and allowances of the em^oyes 
•of firms and companies should also be exempted from income-tax in 
those cases only where a private employer is bound under the terms 
•of a contract, or has elected as a general measui’e to pay leave allowances 
■to his employe’s in England. Where on the other hand there is no 
such obKgation or general practice, such allowances should be liable 
to taxation. The same criterion should be applied to the taxation or 
mon-taxation of pensions. 

Pay and allowances drawn by officers from the Indian revenues which 
■are earned by them by service outside Indi:, are not liable to the tax 
unless they are drawn or received in India. 

The pay of officers whose services hav been lent to, and whose 
salaries arj paid by, Indian States are not chargeable to income-tax 
under this section unless they are drawn or reemved in British India ; 
but the leave allowances and pensions of such officers are, leaving the 
question of the place of their payment aside, chargeable to income-tax. 
'The Government of India recover contributions at fixed rates from the 
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Indian States to meet tlie cost of leave allowances and pensions of officers- 
in fpreign service and make tliemselves responsible for paying tbe leave 
allow'ances and pensions of tbeir employes earned in foreign service. 

25. Interest on securities.— As regards sterling securities, see- 

paragraph 15. , 

Tbe interest chargeable under this section is the interest only on 
securities of the Government of India or of a local Government or on 
debentures pr other securities for money issued by or on behalf of a' local 
authority or company. It does not include the interest on debentxires- 
issued by firms, associations, clubs, or individuals the interest on which 
is chargeable under sections 10 or 12. 

With reference to the first proviso the Government of India War 
Bonds, 1920, 1921, 1922, 1923, 1925 and 1928, 5 per. cent, loan 1945-55, 
Five-year .6 per cent- Bonds, 1926, Ten-year 6. per cent.. Bonds, 1930, and 
Ten-year 6 per cent. Bonds, 1931, have been issued iucome-tax free. 

The second proviso to this section prescribes that where a local Gov- 
ernment issues a security as income-tax free,^the income-tax on the 
interest thereon shall be payable by that local Government. So- 
far as investors are concerned, therefore, securities issued income- 
tax free whether by the Government of India or by local Govern- 
ments, stand on exactly the same footing, that is, income-tax is not 
payable on the interest received therefrom by the assessee, but the 
interest received therefrom is taken into account under section 16 (1) of 
the Act in determining the total income of the assessee for the purpose of 
deciding whether he is liable to income-tax and also for determining the 
rate at which he shall pay' income-tax on his other income. The same 
remarks apply to Government securities purchased through the Post Office- 
and held in the custody of the Accountant General, Posts and Telegraphs 
(see paragraph 16). Super-tax is, however, payable by the recipient in 
respect of such interest, since, under section 58 of the Act, the proyisos te- 
this section do not apply to super-tax. 

For interest on other securities, which are entirely exempt from tax 
see paragraphs 16 (6), (7), (8), and (17). 

For interest on secuiities held by JProvident Funds, etc., see para- 
graph 19. ■ ' 

The interest on securities held by a Co-operative Society is liable to- 
income-tax (see paragraph 16). 

Wliere an assessee with an income from securities has obtained a loan- 
from a bank for purchasing those securities, he may, on obtaining -a 
banker’s certificate as to the amount of the interest on'his loan, set-off the- 
interest that he pays against the interest that he earns from'the securities. 
It must be clear, however, from the certificate that the borrowing was- 
definitely and solely .for that purpose. • • - . .... 

Income-tax (but not .super-tax) in respect of income chargeable .under- 
this head' is deducted at the source [section 18 (5.) ]. ■ • - 

26. Froferty . . {Section- 9 .) — The tax .is payable under this head' in 
respect of property consisting of any building or lands appurtenant to a- 
building by the owner of such property. Lands not attached to a build- 
ing are not chargeable under this section. The income derived from- 
vacant lands let out in urban areas for . the purpose, e.g.y of storing- 
materials is chargeable to the tax under section 12. 





85 


Buildings or lands occupied by tbe owner tliereof for the purposes of 
diis own business are not liable to tbe tax under tbis-bead. Tbis particu- 
lar provision was inserted in order to avoid tbe unnecessary complications 
in previous Acts tmder wbicb tbe annual value of sucb property was liable 
to tbe tax under tbis bead and a cori*esp ending deduction was allowed to 
tbe owner under tbe bead “ business ” (section 10). 

It is to be noted tbat it is onl}’' tbe owner, wbo is.- liable to pay tax 
under tbis bead. "WTiere a person derives an income from bouse property 
wbicb be bolds on lease, sucb income is chargeable under section 12 — 
“ other sources.’^ 

27. Property — Definition of annual 'value. ^Section 9 (2).] — ^Tbe'tax 
is, unden the bead property, ’’ chargeable in respect not of any actual 
rental or cash received, but of tbe “ bond fide annual value. Tbe bond 
fide annual value of a building is tbe full market value at which tbe build- 
ing could be let from year to year irrespective of any charges by way of 
municipal rates or taxes thereon. It therefore, differs from the actual 
anmial rent payable on a long term lease or tbe actual rent payable on a 
yearly lease under a privileged rental or with tenant’s liability to pay 
owner’s rates or taxes. Tbe only limitation on taking tbe full market 
value is tbat in cases where tbe property is in tbe occupation of tbe otmer 
for tbe purposes of bis own residence tbe “ annual value ” is restricted to 
a' maximum of 10 per cent, of tbe “ total income ” of tbe owner. Tbe 

. phrase total income ” in tbis definition has tbe meaning given to it in 
section 2 {15) of tbe Act, 'viz., income, profits and gains of sucb owner 
from all sources to wbicb tbe Act' applies and, therefore, does not include 
income derived from any of tbe gources specified in section 4 (2) of tbe Act, 
(such as, for example, “ agricultural income ”), wbicb are exempt from 
the tax. 

28. Deductions allowed in respect of property. — ^It is to be particularly 
noted that,- as stated in paragraph 49, no deductions, are permissible 
•on account of any.municipal or local rates or taxes in respect of property 
Nor can any allowance be made for brokerage for raising loans on mori 
gages and legal charges relating thereto since sucb charges are in the 
nature of capital charges. Tbe only deductions from tbe “ annual value ” 
permissible are those specified in section 9 {!). 

29. Proof of expenditure 'where deductions are claimed in respect of 
“ property.” \_Section 9 (1).] — Tbe allowance on account of repairs, 
[viz-, one-sixth of tbe annual value in tbe case specified in clause {i), and 
in the case specified in sub-clause (ii), the amount permitted by tbat 
clause] is a fixed allowance which should be granted without proof of tbe 

'actual expenditure in any year and irrespective of tbe amount of sucb 
•expenditure. Tbe allowances on account of tbe annual premium paid to 
insure tbe property against risk of damage or destruction or on account 
•of interest on mortgage or annual charge or ground-rent or land revenue 
•or of collection charges must, however, be supported by proof of tbe 
actual expenditure. 

30. Property. Insurance deductions. [Section 9 {!) {Hi). "I — ^Tbeonly 
■insurance deduction permissible is tbe amount of tbe annual premium paid 
to insure tbe property against risk of damage or destruction. In some 
•cases owners insure against loss of rent. Where an owner asks for an 
allowance on account of tbe annual premium for sucb insurance it should 
be allowed if sucb owner agrees to pay tax on any amount recovered from 
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tie insurance company. Wliere no sucli allovrance is claimed or allowed 
tas is not to be charged on tlie amount recovered from tie insurance 
company. 

31. Property- Collection charges. \Section 9 (1) ('wi).] — As regards 
collection charges rule 7 fixes 6 per cent, of the annual value as the maxi- 
mum amount permissible. Where a house has remained vacant for a 
period, this maximum, of course, would never be reached and in many 
cases there will be no collection charges. The maximum amount per- 
missible should be reduced in all cases where a house has remained vacant 
for a period to 6 per cent, of the annual value as diminished by the 

, amount allowed in respect of vacancies. Proof must always be given of 
the collection charges having been incurred. Rule 7 siniply provides 
that, where there is proof of collection charges, such charges may be 
allowed subject to the provision that in no case shall the amount allowed 
on account of collection charges exceed 6 per cent, of the annual value. 

32. Property. Allowance in respect of vacancies. [Section 9 (7) 
(uix).] — fixed rule can he laid down regarding the allowance to he 
granted in respect of vacancies under clause [vii). Property is taxed on 
the “ annual value ” which, as noted above, is the commercial rent of a 
house — the rent which it would fetch if let by the year. Where the 
property is let at an annual rental corresponding to the annual value 
it would be fair to allow a proportionate deduction corresponding to the 
period of the vacancy, that is, if it were vacant for half the year, half the 
annual value might be allowed. Property may be let on short lease for 
a period less than one year and fetch a rent for that period far in excess 
of what has been fixed as the “ annual value,” and in such cases no 
allowance obviously can be given. Where a claim is made on account 
of vacancies, the owner should be asked to state what the actual rental 
was that he had received for the period of the year during which the pro- 
perty was let and the amount allowed oh account of vacancies should, 
under no circumstances, exceed the amount by which the rent received 
falls short of the annual value. There can, of course, be no allowance in 
connection with any property which is .reserved by the owner for his 
private occupation. A claim on account of vacancies can only be enter- 
tained in connection with property that is usually let, 

f f / 

33. Property. Limitation of total allowance. [Section 9 (7).] — The 
proviso to section 9 (7), that the aggregate of the allowances made under 
that sub-section shall in no case exceed the annual value, was inserted 
owing to the new provision in 'section 24 providing for the set-off of losses 
under one head against income, profits or gains under any other head. 
Instances have occurred of buildings situated in extensive grounds or on 
valuable sites being mortgaged for sums the interest on which is far in 
excess of the “ annual value.” The result of this proviso is that the 
annual value can .in no case be reduced to a minus sum owing to the- 
allowances, and that there can be no loss under this head to be set against 
income, profits or gains under any other head. 

34. Method of accounting for assessing income, profits and gains under 
sections 10, 11 and 12. [See section 13.) — Owing to a High Court ruling, 
referred to in paragraph 12, regarding the definition of the word 
” income ” the provisions in the present Act have been so worded as to 
make it clear that as regards income, profits or gains from business, pro- 
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fessional earnings or tlie otlier sources mentioned in section 12, no uniform 
metliod of accounting is prescribed for all tax-payers, and tbat every tax- 
payer may, so far as is possible, adopt sucli form and system of accounting 
as is best suited for bis purposes. Tlie only restrictions are tbat tbe 
method adopted must be one tbat clearly reflects tbe income of tbe assessee 
in respect of tbe fixed period of “ tbe previous year ” and tbat it is tbe 
one regularly employed by bim for tbe purposes of bis business. If tbe 
tax-payer does not regularly employ a method of accounting which clearly 
reflects bis income for tbe “ previous year,” tbe computation will be 
made in such manner as in tbe opinion of tbe Income-tax Oflicer does 
clearly reflect it. 

There are two main systems of keeping accounts. There is firstly tbe 
cash basis system, .where a record is kept of actual receipts and actual 
payments, entries being made only when money is actually collected or 
disbursed. There is secondly, tbe mercantile accountancy system under 
which a profit and loss account is maintained and a comparison is made 
of tbe value of tbe stock in band at tbe beginning and at tbe end of each 
year. Under this latter system entries are made in tbe accounts on tbe 
date not of receipt of money or expenditure of money, but on tbe date of 
transactions irrespective of tbe date of payment. 'Wien goods are sold, 
for example, an entry is made at once on the receipt side of tbe account, 
although no cash may be received at tbe time in payment of such goods ; 
and an entiy is similarly made on tbe debit side when a liability is in- 
curred although payment on account of such liability may not be made 
at tbe time. It will be tbe method of accounting adopted for or by tbe 
tax-payer, therefore, tbat will determine tbe period within which any 
item of gross revenue or anj’- deduction therefrom is to be 'accounted for, 
and which will determine whether particular allowances are or are not 
peimissible. 

It is for this reason tbat tbe Act does not contain a complete statement 
of tbe deductions or allowances tbat are permissible or not permissble in 
working out business profits or professional earnings, since certain 
allowances or deductions can only occur where tbe mercantile accountancy 
system is adopted. There can, for example, be no allowance for “ bod 
debts ” where tbe cash basis is tbe method of accountancy employed. 
Under tbe mercantile' accountancy system, as noted above, an entry is 
made on tbe receipt side when a sale is concluded, although the money on 
account of such a sale has not been paid and in making up tbe ac- 
counts at tbe end of tbe year such entries are treated as receipts, and tbe 
lax is levied on these “ book profits.” It may happen tbat some of these 
“ book profits ” cannot be recovered ; they are written off as “ bad debts ” 
when found to be irrecoverable; and since such “book profits ” have 
been included in tbe income assessed to income-tax, tbe “ bad debts ” 
must be written off against tbe “ book profits ” in tbe year in which they 
are written off in tbe accounts as irrecoverable. "Where tbe cash system 
is adopted, there can be no “ bad debts.” 

Again, it will be the method of accounting tbat will determine tbe 
particular year in which allowances common to both systenis of keeping 
accounts may be made. In sub-section (2) of section 10 of tbe Act pro- 
vision is made for allowances on account of rent paid, interest paid on 
capital borrowed, tbe amount of premium paid in respect of certain 
classes of insurance, amount paid on account of current repairs, etc., and 
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Gub-section (3) of section 10 states tbat tlie "word “ paid ” means “ actually 
paid ” or “ incurred ” according to tbe method of accountng upon the 
basis of which profits or gains are computed, i.e., where the cash basis is 
adopted, it will be" the date of actual, payment that will determine the , 
year in which such allowances may be made, whereas if the mercantile 
nccountancy system is adopted, the allowances can be claimed in the year 
in which the liability to pay accrued. ' 

35. Method of accounting “ regularly employed.” (Section 13 .) — ^The . 
method of accounting regiilhrly employed by an assessee for the pru’poses 
of his business should, so far as possible, be the method adopted for work- 
ing out his profits for income-tas purposes ; but the Income-tax Officer has 
to decide whether that method of accounting is the one regularly employ- 
ed for the purposes of the assessee’s business and whether it is such as to 
reflect clearly the taxable profits for the “previous year.’’ In most cases 
this should cause no difficulty. Doubtful cases should be referred to higher 
authorities. As an example of the principles to be followed in settling 
doubtful cases two instances of such cases are given. It is the practice 
amongst certain merchants to prepare their accounts on the basis of the 
mercantile accuntancy system in respect of transactions between them- 
selves and members of their own community, but on the basis of cash pay- 
ments in the case of transactions between themselves and their customers. 
Provided that the same system is continuously employed, there appears to 
be no reason why this particular practice should not be considered to be a 
“method ;of accoxmting regularly employed-” Again there are cases 
where the various branches of a business are only closed down once in three 
or five years and where the accounts of the branches are not annually in- 
corporated in the headquarters business’s accounts. In such a case it 
might be possible to assess either on the average annual profits of the 
branches as disclosed by the accounts last filed or on the actual profits 
broxight to account owing to particular branches closing down in particu- 
lar years. 

The cases in which an assessee desires to change his accounting system 
should be rare and where such a request is made, the Income-tax Officer 
in considering it should, as in the similar case of a demand for a change in 
the “previous year” (paragraph 5), if he is prepared to allow the change, 
take steps to secure that no profits escape taxation on accoiint of the change. 
While section 13 leaves it to the discretion of the Income-tax Officer to de- 
cide whether a particular system of accounting should be accepted or 
whether a change in the ej’^stem of accounting should be allowed, the dis- 
cretion of the Income-tax Officer in this matter can be qiiestioned in the 
course of an appeal against an assessment under section 30, i.e., it may be 
made one of the grounds of appeal in contesting the assessment of the 
profits. 

36. Business deductions. General. — While, as seated in paragraph 34, 
it is not possible, owing to the variety of accounting systems, to prescribe 
exhaustive lists of deductions that are or are not permissible in the case 
of all businesses, section 10 (2) contains a list of allowances that are 
permissible in the case of all businesses. The following is a list of the 
deductions that are not permissible in the case of any business whatever 
the system of accounting may be that is adopted : — 

reserves for “bad debts” or for “provident” or other funds or any 
other purpose such as the equalisation of profits or dividends ; 
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expenditure of tlie nature of cKarity or presents ; 

expenditure of tlie nature of capital ; 

cost of additions to or alterations, extensions or improvements of, any 
of the assets of -a business ; 

sums paid on accoxint of income-tax or super-tax in India or elsewhere 
or any tax levied hy any authority other than local rates or municipal taxes 
in respect of the portion of the premise- only which is used for the pur- 
poses of the business ; 

drawings or salaries of the proprietors or, partners; 

interest on the proprietors’ or partners’ capital including interest on 
reserve or other funds ; 

private or personal expenses of the assesses;^ 

rental value of property owned and occupied by the owner of a business 
for the purposes of the business ; 

losses sustained in former years ; 

any loss recoverable under an insurance or a conti'act of indemnity ; 

depreciation of any of the assets of the business other than the deprecia- 
tion allowed under section 10 (2) (vi) ; 

any expenditme of any kind which is not incurred , olely for the pur- 
pose of. earning the profits. 

'37. Business deductions. Irrecoverable Loans. [Section 10 (2).] — 
Where an assessment is made of profits or income from a banking or money 
lending business, loans which cannot be recovered should be deducted 
from the assessed profits of such business at the time when such loans can 
be definitely proved to be irrecoverable. For example, if a banker has 
lent out of 5 laldis of rupees and received Bs. 50,000 as interest but has 
during the same year lost an irrecoverable loan of Bs. 25,000, he should be 
assessed on Bs- 26,000. Similarly, if the same banker receiving Bs. 60,000 
as interest on his loans suffers a loss of an irrecoverable loan amounting 
' to one lakh during the same year, the income to be assessed to income-tax 
from the money-lending business in that year will be nil. These 
■examples will apply whether the assesses had previously been assessed to 
income-tax or not. 

This instruction will also apply to the assessment of other traders, 
where loans have been made in connection with the business and in which 
the loans are of the nature of the business and the loss is a true trading 
loss- 

The irrecoverable loans in the sense referred to in this paragraph are 
sometimes confused with the “ bad debts ” described in paragraph 34, but 
they are of a totally different nature. Money lent out on interest is the 
stock-in-trade of a money lender or banker and the loss of such stock-in- 
trade can clearly be regarded as a trading loss like the loss of the stock-in- 
trade of any other trader where the loss is not covered by insurance. In 
settling claims of this nature the qtiestion has always to be considered 
whether money-lending is, or is not, a part of the business of the trader in 
question. The investment of savings or occasional loans made to acquain- 
^nces cannot be considered to be loans made in the course of trading. 
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38. Allowance on account of rent of business 'premises. [Section 10' 
{2) (i).] — Tlie allowance referred to in tMs danse is only in respect 
of tliat portion of tLe premises in wMcli tlie bnsiness is carried on and 
tlie same limitation applies to all allowances relating to premises or build- 
ings in clauses {ii), (?u), (u), {yi) and (yiii). AATiere premises are 
owned by tbe owner of tlie business, no allowance of course is permissible- 
since tbe owner is not liable to pay tax on tbe annual value of sucb pre- 
mises under section 9. "Wliere tbe trader resides in a part of tbe business 
premises, tbe full rental cannot be set against tbe profits and tbe Income- 
tax Officer must, in each case, determine tbe portion of tbe rent that may 
so be set off. 

39. Allowances on account of repairs of business premises — ^Wbere tbe- 
assessee is bimself tbe owner of bis business premises, be is allowed as a 
deduction tbe amount spent on repairs eacb year on tbe portion of tbe 
premises used for tbe purposes of tbe business under section 10 [2) (v ) ; 
where be is tbe tenant of the premises, be is, under section 10 (2) (ii), al- 
lowed tbe amount expended bj* bim on repairs if bis lease requires bim 
to execute repairs. Wbere tbe premises are occupied partly as a resi- 
dence and partly for tbe purposes of a business, tbe same proportion of 
tbe disbursements on repairs should be permitted to be deducted' as is 
taken in calculating tbe rent permissible under section 10 (2) (i). 

40. Business — Alloivance in respect of borrowed capital. [Section 10' 
(2) (Hi ).] — The allowance under tins clause can only bo given wbere pay- 
mebf of tbe interest is not in any way dependent on the earning of the 
profits. It cannot be allowed, therefore, in re.spect of any borrowings tbe 
interest on which is not pajmblo unless profits are earned or tbe interest on 
which varies according to the amount of tbe profits earned. In all cases it 
will be a question of fact wbetber the payment of interest is or is not actu- 
ally dependent on tbe earning of profits. iSTo allowance can be made in 
respect of tbe share capital of companies or of tbe capital put into a firm 
by tbe partners; but a company's entitled to an allowance of tbe interest 
jjaid on its debentures find a firm to an allowance of interest on money 
borrowed under a mortgage. On tbe other band, a firm alleging that it 
has no independent capital and that it is working only on capital lent 
by tbe partners at a definite rate of interest which must lae deducted from 
the earnings of tbe firm before its profits can be declared, is not entitled 
to allowance under this section unless definite proof is given that a 
particular partner lias made a legal loan to the firm, i.c., a loan under 
an instrument on which be can sue and under which interest at a fixed 
rate is to be paid to bim annually irrespective of tbe earning of any 
profits. 

Salaries or commission paid to a partner can, under no circumstances, 
be treated as a business expense. 

As regards tbe Mutual Benefits Societies referreiTto in tbe explanation 
to this clause, none sucb have yet been prescribed by rule and no ac- 
tion can be taken until a rule is made. 

41. Business — Allo^oances in respect of insxirance premia. [Section 
10 (2) (ir).] — The allowances under this clause are restricted to insuranco- 
policies taken out against tbe risk of damage or destruction of buildings, 
machinery, plant, furniture, stocks or stores, used for tbe purposes of the 
business, and no allowance can be made on account of premia in regard to^ 





91 


otlier insurances. Furtlier, any sums not actually expended on 'premia 
but merely set aside by a company or firm as an insurance fund are simply 
a particular description of reserve and no allowance or deduction can be 
given in respect of sucb reserves. 

This clause again, does not allow as a business deduction premia on 
account of insurance against loss of profit. Wbere, however, the owner 
of a business asks for any such allowance, it should be granted upon the 
assessee agreeing in writing to pay tax on the amount recovered 
from the insurance company in respect of such policy. It will, therefore, 
be left in each case to the assessee to decide whether he should claim 
an allowance on account of premia for such policies and should pay tax 
on what he receives from the insurance company; where no allowance 
is asked or allowed in respect of such policy, any sums received from the 
insurance company on account of the policy will not be liable to tax. 

42. Allowances in respect of depreciation. {^Section 10 {2) (ut).] — 
The allowances permissible under this clause are prescribed in rule 8 
and the information that must be furnished in order to obtain an allow- 
ance is set out in rule 9. It is only the particular classes of buildings, 
machinery, plant of furniture mentioned in rule 8 in respect of which 
the depreciation allowance can be claimed, and the buildings, machinery, 
plant dr furniture for which depreciation allowance is claimed must be 
used for the purposes of the business. hTo allowance can be claimed on 
account of depreciation, for example, of any portion of a building which 
is used as a residence by the assessee. Further, the buildings, etc., must 
be the' property of the assessee. No allowance can be claimed if they are 
leased. 

The percentage allowance is on the original cost of the machinery, etc-, 
to the assessee and not the original cost to a previous owner if it had been 
purchased from a previous owner. The rates of depreciation allowance 
fixed in rule 8 are fixed rates for the whole of India. Depreciation at those 
rates must be allowed each year when there are sufficient profits, and only 
the excess of the depreciation allowance over profits can be carried forward 
from year to year until absorbed, and this practice must be followed 
whether the depreciation allowance is adjusted in the accounts of the as- 
sessee or not and irrespective of the. amount shown in the accounts. It is 
for this reason that in the form of returns of income prescribed in rules 
18 and 19 any amounts entered in the accounts of an assessee for the 
depreciation of any of the assets of the business must be written back 
as the amount allowed for income-tax purposes is the amount prescribed 
in the rules and not the amount entered in the books of the assessee. 

This clause provides for the depreciation of furniture, but it may 
not suit the convenience of particular traders to ash that a depreciation 
account should be kept up for petty items of furniture and a depreciation ^ 
allowance on account of furniture should, therefore, be granted only in ' 
cases in which it is asked for, in which_ event _the cost of replacement 
should not-be allowed ; where such depreciation allowance is notnsked for, 
the"c6st“bf replacement should be allowed in the year in which the furni- 
ture is replaced. 

Whatever depreciation allowances are granted, it will be necessary to 
maintain an account showing the original cost to the assessee of the plant, 
the amount of the annual allowance, the amount of the allowances 
already granted and the balance still to be allowed. 
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No depreciation allowances are granted to. railways on account of de- 
preciation of tteir rolling stock as renewal ckarges are allowed as a busi- ' 
ness deduction. 

As stated in paragraph 36 no allowance can be made on account of the 
depreciation of the assets of a business other than the particular items 
mentioned in this sub-clause and in rule 8. ISTo depreciation allowance, 
for example, is permissible to pi o vide for the amortisation of capital sums 
paid on account of the pui’chase of the lease of a mine or for the deprecia- 
tion of wasting assets such as coal. Depreciation allowances should, how- 
ever, be allowed for sinking shafts, tramways and sidings in coal mines, 
which are included in the term ‘ ‘plant. 

Shares and securities held as part of the capital of a business should be 
similarly dealt with. So long as shares or securities continue to be held 
by a company, firm or individual as part of his or its capital, any depre- 
ciation or appreciation in their market value is outside the scope of the 
Income-tax Act; and similarly, when the value of shares and securities 
so held (for example, the securities constituting the reserve fund of a 
bank or other company) is realised, the transaction is a capital transaction, 
and no account should be taken for income-tax .purposes of any profit or 
loss resulting from the sale- On the other hand, where an individual, 
company or firm habitually uses part of his or its resources in the pur- 
chase of securities or shares with a view to obtaining profit on their sale 
and the subsequent reinvestment of the proceeds, the individual, company 
or firm is, in altering his or its investments, carrying on a trade for the 
sake of obtaining profit therefrom, and the profits secured or losses incurred 
are trade profits or losses which must be taken into account in determining 
the assessment to income-tax. It will, therefore/ always be a question of 
fact to be decided on the merits of each case whether the changes in, invest- 
ment are of sufGiciently systematic a character to constitute the exercise of 
a trade, but if they are, the profits therefrom are liable to assessment, and 
an allowance must be made for any losses in calculating the amount of tax 
payable. 

43. Busijiess — Obsolescence allowances. \Section 10 {12') {'vii ).'] — ^It 
must be particularly noted that the allowances under this clause can only 
be given where the machineiy or plant becomes obsolete. Where machin- 
ery or plant is sold for reasons other than that it was become obsolete, no 
allowance can be given. Where a machine is sold no allowance can be 
given if the facts present evidence that the machine is not obsolete- 

The amount allowed for obsolescence is, again, calculated upon the 
original cost to the owner. The amount to be given is the amount of such 
original cost to the owner as reduced by the depreciation allowances un- 
der clause (-ai) and the amount for which the machine is actually sold 
or its scrap value. Tor example, a machine costing Ts. 10,000 with a 10 
years’ life is sold after 5 years for Bs. 2,000. Tfie original owner gets 
Rs. 5,000 for depreciation and nothing for obsolescence as the machine is 
not scrapped or sold on account of obsolescence. The second Owner gets 
an allowance based on a 5 years’ life, and as the cost of the machine to him 
was Bs. 2,000, his annual allowance is Bs. 400. If through some flaw the 
machine is scrapped as useless after three years, then in the year in which 
it is so scrapped the second owner can claim Bs. 800 for obsolescence. If, 
on the other hand, the machine lasts 6 years or more in the hands of the 
■second ovrner, no allowance for obsolescence is permissible. 
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44. Allowance on a6co7int of rates or taxes. [Section {10) (2) {mii).l — ■ 
Tlie allowance under tiiis clause covers only tlie land revenue and local 
rates or municipal taxes ^aid in respect of tlie portion of tke ‘premises 
used for tKe purposes of tne business. No allowance can be given on ac- 
count of any other rates or taxes whatsoever. All rates and taxes, there- 
fore, whether levied on the profits of a business or which are charged from 
the proprietor of a business in respeci of anything other than the actual 
portion of the premises used for the purposes of the business, must be dis- 
allowed. (See also paragraph 49 and case No. 6.) 

45. Miscellaneons business deductions. [Section {10) {2) (fa;).] — 
While the Act makes no provision for conti-ibutions by employers to pri- 
vate provident funds constituted for the benefit of their employes being 
exempted from the tax (see paragraph 18), contributions to such provi- 
dent funds bi/ the employers should be allowed as a business expense in all 
cases where the funds are constituted as iiTevocable trusts and where the 
employers’ contributions cannot be recoverd by the employers. Where, 
however, such funds remain in the hands or under the control of , the 
employers, no contributions by the employers can be allowed as a business 
expense. 

The sam'e remarks apply to superannuation funds or reserves for the ' 
purposes of providing pensions to ex-employes. Actual sums paid as pen- 
sions to ex-employes should, however, be allowed as a business expense 
where the pensionary payment is a fixed or recurring one, but no claims 
on account of “ pensions ” should be entertained where the “ pensions ” 
are paid to persons who .have or ‘who at any time had a share or interest 
in the business. 

46. Method of converting the net profits of sterling companies into 

rupees for the purposes of income-tax. — ^Where the business of a sterling 
company is transacted entirely in India, there is no need for the Income- 
tax Officer to look at the stciiing accounts as he can get a record and ask 
for a return of the transactions in rupees. He should act in the same way 
in casea where the profits of the Indian branch cf a company operating in 
other countries can be separately ascertained. In the case of a company 
operating through local branches in different countries where the profits 
of the Indian branch cannot be ascertained separately but have to be de- 
duced from the total sterling profits of the company from all its operations, 
the net profits of the company foi the purposes of assessment to Indian 
income-tax should be converted into rupees at the rate of exchange rulings 
on the last day of the year to which the account relates unless the Income- 
tax Officer is- able, by an examination of the accounts,' to "ascertain thb 
average ratemf remittances throughout the year and to deduce from that 
the rupee figure of profits. • 

47. Premia on issue of shares — ^The premia received by a company on 
issue of shares are capital receipts, and, as such, not chargeable to-tax. 
In the same way the cost of issuing shares is capital e.^pcnditure and can- 
not be allowed as a deductitn for income-tax purposes. 

48. Income from “ other sources.^’ — Deductions. {Section 12 .) — 
The interest paid on money borrowed for the purchase of shares or secur- 
ities can only be set against the income obtained from the shares or 
securities where it is proved either by a banker’s certificate or otherwise 
that the borrowing has been definitely and solely for that purpose; but 
where such proof is afforded, an allowance should be -given. 
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49. Deductions on account of taxes paid. — ITo deduction is permissible 
in computing tlie income, profits or gains on account of any taxes or 
rates paid in respect of sucli income, profits or gains. Section 10 {2} 
(vUi) of tlie Act allows as a deduction from business profits s\ims paid 
on account of land revenm, local rates or municipal taxes in respect of 
premises used for tlie purposes of a business. This specific provision 
bas been inserted because the local rates paid on account of sucb premises 
are usually in tlie nature of a paj'^ment for services rendered {e.g., by 
supply of water, conservancy arrangements, etc.), but that allowance 
is closely restricted to a local tax or rate levied in respect of the premises 
used for tbe purposes of tbe business. No deduction is allowed for any 
other local rate or tax sucb as for example, local taxes v'aiying according 
to tbe income or profits of a business. Ivor is any deduction on account 
of a local rate 'or tax on property' allowed from tbe annual value of pro- 
perty wbicb is taxable under section 9. Similarly no allowance is per- 
missible on account of income-tax or super-tax paid by an asscssee. 
'V\Tiere property, profits or gains are liable to taxation in other countries 
or by other authorities in llritisb India all these authorities are taxing 
the same property or profits for different purposes. Attention is invited 
to the ruling of tlie Iligh Court at Patna, (Case No. <j) in which it was 
held that the amounts paid for cesses by a person deriving an income 
,from rents of collieries' and from royalties on the amount of coal raised 
from the collieries are not to be deducted in computing the amount of 
his assessable income, and in which it was clearly stated that “ the pay- 
ment of a tax which is conditional on the making of an income and which 
has to be calculated on the amount of such income after it has come into 
existence cannot be said to be expenditure for the making of such 
income.” 

Ileference is also invited to Case No. 7 in which the High Gouii; of 
Madras held that in computing the profits of a non-resident company 
under the provisions of rule 33, the taxes pa3’able in other countries in 
respect of the profits of the company are not to be deducted. 

50. Taxation of a Hindu undivided family. \Section Id (1).] — A. 
Hindu undivided family is treated as a separate entity for income-tax 
purposes. It is taxed like an individual at a graded scale according to 
its total income and no account is taken of how that income is distributed 
amongst the individual members when such individual members are 
assessed to income-tax or super-tax in respect of their separate income. 
This applies even in cases where the amount of the income of the Hindu 
undivided family is less than Rs. 2,000 and is, therefore, not liable to 
taxation in the hands of the 3uanager of the family. The same remarks 
apply to super-tax. 

The taxation of the income of a Hindu undivided family thus differs 
from the taxation of the income of an unregistered firm since where the 
profits of an unregistered firm are not liable to taxation in the hands of 
the firm, such profits are taxed in the hands of the individual partners 
both for the pm-posps of income-tax [section 14 {2) {a) and section 16 (i)] 
and super-tax (section 55 proviso), and where the profits are taxed in the 
hands of the unregistered firm, the share of such profits of- each partner 
is included in his ‘ total iPcome ’ for the purpose of determining the rate 
at which he shall pay income-tax on his other income fsectici< 16 {!) ]. 
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For tlie metto'd of serving notice or requisition on a Hindu undivided 
ifamily see paragrapli 93. 

51. Taxation of a firm. — For tL.e’ difference between a registered 
-and an unregistered firm, see paragrapli 9. 

vWbile income-tax is leviable on tbe profits of a registered firm at 
ibe maximum rate (see Finance Act),, and while under section 48 {2) a 
member of a registered firm is entitled to get a refund in cases where the 
maximum rate is greater than the fate applicable to his total income, it 
is desirable that, so far as possible, such refunds- should be avoided. 
Where, therefore, the individual partners in a registered firm file their 
returns of personal income at the same time as the return of the income 
•of the firm, the Income-tax Officer, on being satisfied that the whole of - 
the profits of the registered firm are accounted for in these personal state- 
ments, should charge the partners direct at the rate appropriate to their 
total income. The liability of the registered firm for the tax assessed 
upon the profits of the firm will, however, remain unless and until the 
tax assessed upon the individual partners has been recovered from them. 

For the method of setting-off a loss of profits of a registered firm 
against other income of a partner see paragraph 67. 

In computing the total income of a m ember _of-a-registered firm or 
unregistered firm for the purposes of income-tax or super-tax there should 
■be included in that total income “ such an {.mount of the profits or gains 
of the firm as is proportionate to his share in the firm.” This particular 
phraseology has been adopted in section 14 {2) (h) and in the proviso to 
section 55 in order to make it clear that it is the proportionate share of 
■a partner in the whole of the assessable profits of a firm that is to^ be 
ialren into account in determining his total income, and not merely the 
^amount that he removes from the possession of the firm. Some partner- 
ship deeds, for example, provide that the partners cannot remove more 
than a certain proportion of the profits in any year or, again, that a 
•certain proportion of the profits must be distributed’ in charity. It is 
now made clear in the Act that it is the v.'hole of his proportionate share 
in the total assessable profits of the firm that is to be taken into account 
■and that that proportionate share cannot be reduced by any consideration 
of how those profits are utilised. 

For the method of dealing with a . change in the constitution of a firm 
-see paragraph 70. ... 

For liability in cases of discontinuance of business owned by a firm see 
-paragraph 70. 

For the method of serving notice or requisition on a firm see para- 
graph 93. 

52. Exemptions on account of life insurance. (Section 15.) — ^Hnder 
the provisions of section 7 (1) proviso and section 15 an abatement of 
income-tax is given, after the assessment of the tax has taken place, on 
•such portion of an assessee’s income as may have been — 

(i) deducted from his. salary under the authority and with the 

permission of the Government for the purpose of securing 
a deferred annuity to him or making provision for his wife 
or children (section 7 (1) proviso); 

(ii) paid by him to an insurance company in respect of an insur- 

ance or deferred annuity on his own life or on the .life of 
his 'wife; or 


(m) paid by liim as. a contribution to any of tbe provident funds 
mentioned in paragraph 18: 

Provided that tbe 'total amount on -wbicb an abatement will be 
permitted under this provision may not exceed one-sixtb of tbe total 
income of tbe assessee. 

It is to be particularly noted that tbe insurances in respect of wbicb 
tbis concession is granted are insui’onces on the life of the assessee him- 
self or of his wife, and not any ^tber form of insurance whatsoever. Tbe 
solitary exception is in tbe case of a Hindu undivided family in tbe case 
of wbicb insurances are permissible on the life of any male member of 
tbe family or of tbe wife of any such member and not merely on tbe life 
of tbe bead or manager of the family. 

Por the purpose of an abatement claimed by an assessee under tbis 
section insurance premia payable in sterling should be converted at tbe 
rate of exchange in force on tbe day on wbicb tbe premium payment was 
made in cases where tbe assessee is unable to state tbe actual cost of. 
remittance. 

A claim for abatement under tbis section must, if tbe payment is made 
otherwise than bj’^ a deduction from salaiy, be supported eitliei’ — t 

(а) by tbe original receipt of the insurance company or fund; 

(б) where tbe claim is made by a servant of tbe Government or of 

a local authority, by a copy of tbe original receipt piTjsented 
along with tbe original to tbe officer wlio pays the salary 
and attested by that officer who should, after such attest- 
ation, return the original with a note endorsed upon it that 
it has been produced and allowed for, a copy being attached 
to tbe bills sent with tbe list of payments; or 
(c) by a duplicate receipt or certificate of payment ^iven by the 
insiunnce company or provident fxind, provided a certi- 
ficate is given that the original receipt is lost or is not 
forthcoming. 

Where tbe Income-tax Officer is satisfied that none of tbe above pres- 
cribed documents can be produced without an amount of delay, expense 
or inconvenience, wbicb, under tbe circumstances of tbe case, would be 
unreasonable be may accept such other proof of payment of tbe premium 
as be may. deem sufficient. 

Abatement on account of insurance may be given efiqct to by the 
person deducting income-tax from salary at tbe time of payment under 
section 18 {2.) 

Where tbe payment on account of insurance premia, etc,; is not claim- 
ed at tbe time when tax is deducted from salary, it may.be claimed in 
tbe assessment and in tbe return given by tbe assesses under section 22 
{ 2 ). 

■ While strictly speaking abatements on account of insui-ance premia 
should only be made in assessing ■'■be income of tbe year in wbicb the 
premia were paid, tbe rigid enforcement of tbis interpretation is likely 
to cause considerable inconvenience to -assessees who desire that tbe abate- 
ment should be given effect to wlien tax is deducted from their monthly 
salary, particularly in cases where tbe premia have been paid to foreign 
companies towards tbe end of a financial year .and tbe receipts for the- 
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premia are not fortlicoming until the following financial year. In such 
cases nbatements of insurance premia may be allowed by officers respon- 
sible for deducting income-tax from salaries under section 18 (2) at the 
time of payment of the salary provided that the premia in respect of 
which abatement is claimed have been paid within six calendar months' 
ending with the close of the month for which the salary is drawn. * 

While the officers responsible for deducting income-tax at the source 
under section 18 (2) of the Act should allow an abatement where claimed, 
they’ need not carry out a check to see whether the abatement claimed 
under this section exceed one-sixth of the salary of the officers concerned. 
This can be looked after by the Income-tax Officer to whom returns are 
furnished under section 21. The deducting authority should, however,, 
see that claims for such abatements are made within the period prescribed. 

It is to be particularly noted that this abatement does not apply to- 
super-tax, section 15 being made inapplicable to super-tax by section 58. 

53. Tax deducted or collected at source to he included in income . — 
Section 16 (2), (which provides that the amount received by a shareholder 
in a company by waj’’ of dividend shall be increased by the amount of 
income-tax payable by the company in respect of the dividend received) 
and section 18 (4), (which provides that where income-tax is deducted 
at the source from salaries and interest on securities, the tax so deducted 
shall, for the purposes of computing the income of an assessee, be 
deemed to be income received) have been inserted in order to make it 
cl^ar that in the cases of taxation at the source and of the deduction of 
tax at the source it is the gross amount of the income {i.e., including the 
tax deducted), which is to be taken into account in determining the 
rate at which an assessee shall be liable to income-tax on the rest of his. 
income and also his income for liability to super-tax. 

54, Restriction of income-tax where margin of income above a certain 
limit is small. (Section 17.) — Section 17 is designed to remedy the 
anomaly which previously existed where an assessee with an income 
just in excess of one of the stages in the Finance Act and therefore lia- 
ble to pay income-tax at a higher rate than if his income were just below 
that stage, found himself, after the payment of the tax, worse off than 
he would have been, had his taxable income been below that stage. 

Illustration . — 


Income. 

Tax payable if section 17 j 

bad not been ! 

passed. 

Tax payable under section 17- 

l',999 

Nil. 

Nil. 

2,000 

52-1 

1-0 

2,020 

52-10 

21-0 

4,999 

130-4. 

130-4 

5,000 

{5C-4 

131-4 


55. Deduction of the tax at source . — Section 18 of the Act provides 
for the deduction of tax at the source as distinguished from taxation at 
the source referred to in paragraph 10. It provides for the tax being 
' deducted by the persons responsible for making payments of salaries 

! H 
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or " interest on securities before suck payjnents reach, the bands of 
tbe recipients. Tbe tax so deducted is paid over by tbe persons making 
tbe deduction to tbe credit of tbe Government of India v'itbin tbe period 
specified in rule 10 along witb a statement giving tbe details sboTrn in 
'rules 11 and 12. Sucb deductions of income-tax are, under sub-section (5) 
of section 18, treated as payments of income-tax on bebalf of tbe persons 
from wbose income or interest tbe deduction was made and credit is given 
to them in tbe assessment of tbeir income if an assessment is made of tbeir 
other income. Tbe form of return of income tbat bas to be made under 
section 22 (2) prescribed in rule 19, therefore, pro'vides for the tax pre- 
viously charged upon .the income being set off against any additional 
charge, while section 48 (3) provides as an alternative for a refund in cases 
where tbe rate deducted is greater than tbat applicable to tbe total in- 
>come of tbe assessee. 

Any person required to make a deduction under section 18 who fails 
to' do so, may himself, under sub-section (7), be deemed to be personally 
in default in respect of tbe tax while be is also liable to be prosecuted for- 
an offence punishable under section 51 (a). 

Persons making deductions at tbe source are indemnMed for tbe 
deduction under section 65. 

Tbe provisions of section 18 do not apply to super-tax (section 58). 

Tbe provisions of this section obviously cannot apply to^cases where 
the payments are made outside British India as, for example, tbe payment 
of “ interest on securities ” in Indian States or in foreign countries or 
tbe payment of salaries ”*by foreign employers to residents in British 
India. It is for this reason tbat section 19 of tbe Act specifies tbat in any 
case where income-tax bas not been d-educted in accordance witb tbe pro- 
visions of section 18, tbe tax is payable by tbe assessee direct. This 
provision covers, not only cases where tbe employer or tbe person paying 
“ interest on securities ” does not reside in British India, but also cases 
where owing to an assessee’s salary being less than Rs. 2,000, income-tax 
bas not been deducted. 

56. Deduction at source of tax on ” salaries .” — ^Tbe Act of 1918 provi- ■“ 
ded tbat where a payment was a non-recuiTing payment, tbe tax should 
be deducted at tbe rate appropriate to tbat particular sum as if it were 
tbe whole of tbe assessee’s income, and tbat where a payment was a re- 
curring payment, tbe tax should be deducted on tbe assumption tbat tbe 
total income of tbe assessee amounted to twelve times the recurring sum. 

As these provisions gave rise to a considerable amount of unnecessary 
trouble to assessees and tbeir employers as well as to income-tax authori- 
ties, section 18 (2) of tbe Act now provides tbat deductions from salary 
shall be made at a rate which should approximate as closely as possible 
to tbe rate appropriate to tbe total assessable income of tbe assessee under 
tbe bead “ salaries,” and it further empowers tbe person deducting in- 
come-tax from “ salaries ” to rectify, in subsequent deductions, mistakes 
made in previous deductions. Thus, if an employe’s regular monthly 
salary is Rs. 500, tbe tax would be deducted by tbe employer at tbe rate 
appropriate to Rs. 6,000, but if such an employe received a commission 
or bonus or arrears of pay or officiating allowance amounting to Rs. 5,000, 
tbe employer is empowered not only to make deductions in future at tbe 
rate appropriate to an income of Rs. 11,000, but also to make up tbe defi- 
ciency in previous collections owing to tbe lower rate having been applied. 
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The obligation to deduct income-tax under this bead now applies to 
<tZZ employers. ' ■ 

For tbe power of an employer to allow abatements on account of insu- 
' ^rance premia, see paragraph 52. As regards private employers, it may 
%e noted that it is open to -them to make these allowances on account of 
^insurance premia or not according as it may suit the convenience of them- 
-selves and their employes as, if such rebate is not given when the tax is 
deducted at the source, it inay be claimed by the employe in the following 
_year either as a refund or as a set-off against the amount due by him if he 
•'is assessed under section 23. 

As regards the meaning of the word “ salaries '' see paragraph 23. 

For the deduction from “ salaries ” of arrears of tax due see para- 
^graph 83. 

57. Deduction at source of tax on “ interest on securities .” — See 
paragraph 25. The only secui-ities of the Government of India (other « 
"than income-tax free securities) from the interest on which income-tax 
is not deducted in advance are Treasury Bills. 

As the person paying interest on securities has no information regard- 
ing the total income of the person to whom the payment is made, section 
18 (.3) provides that deductions of income-tax from “ interest on securi- 
ties ” shall be made at the maximum rate fixed by the Finance Act. 
'■'Where the total income of the person receiving the interest on securities ' 
is less than the income to which the maximum rate applies, he is entitled, 
under the provisions of section 48 (3), to claim a refund. In order . to 
simplify the procedure in. connection with refunds, section 18 {9) makes it 
•obligatory upon the person deducting income-tax from the interest on secu- 
j'-rities to issue to all security-holders a certificate in the form prescribed in 
I 'rule 13 specifying the amount of tax deducted from the interest and the 
‘ -rate at which it has been deducted. It frequently happens, however, 

I that security-holders hand over their securities and bonds to their bank- 
ers for collection. In that event the certificate given by the person 
-deducting the income-tax from the security would be given to a bank for 
. a whole block of securities. In such a case the Income-tax Officer should 
-accept a certificate from the bank in the following form, and act upon 
'it as if it were a certficate received direct from the person deducting in- 
• come-tax from the security : — 

“ We hereby certify that interest on the %’arious securities specified on the back hereof 
was collected by us on behalf of and that we received 

^payment or were credited with the proceeds thereof (less income-tax as stated on the other 
side) amounting to Es. 

Signature of Banker. 

Address. 

Date. 


To be signed by the claimant. 


I hereby declare that the securities on which interest as above specified has been received 
.-,are my own property and were in the possession of ‘ at the time 

->when interest was deducted. 


Date. 


Signature. 


.{N.li. — ^'I’ha securities to be produced when required in support of any claim).” 

h2 
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EEVERSE of -FOEM. 


Schcdvle of securities. 


The number and descriptiou-o£ scenritios to be entered in 
consecutive order. - 

Aggregate amount of 
interest. 

1 

1 

i 

1 

1 

1 

1 

i 

1 

i 1 
1 1 

! 

1 

i i 

1 1 

’ 1 

i 

i 1 

i i 

1 

j 1 

1 1 

1 j 

1 

1 

1 

! 

j i 

1 

j 

I 

1 

1 

1 

! 

i 

! 

1 

1 

! 1 

1 



A person -wlio Ivas otlier income liable to tax ma_y, instead of claiming- 
a refund, get tlie amount set-otf against tlie amount due from liim in tlie- 
assessment made on bim under section 23 by filling up tbe form pres- 
cribed in rule 19. 

Tbe certificate under section IS ( 9 ) must be taken by tbe Income-tax 
Officer of tbe area in ■s\'bicb tbe claimant or assessee is assessed or resides- 
(see rule 39) as conclusive evidence of tbe payment of tbe tax, both vbere' 
a refund is claimed in casb and -wbere a set-off against tbe tax assessed 
on other income is claimed. 

While these arrangements -^v-ill facilitate tbe making of refunds, it: 
is desirable that refunds should be avoided as far as possible. There- 
are, for example, certain institutions, authorities and funds, tbe income- 
of 'vrbicb is exempt from tax under tbe provisions of section 4 (J). Simi- 
larly there are persons -whose assessable income is less than 11s. 2,000 
and who are not, therefore, liable to tax. There are other cases -where 
tbe Income-tax Officer may be satisfied that- tbe income of a bolder of: 
securities while liable to tax is not likely to fluctuate so widely as to alter- 
tbe rate appropriate to the total income. In such cases tbe Income-tax; 
Officer may issue a certificate authorising the person paying tbe interest' 
on securities to make no deduction of tax or to deduct tax at a lower rate 
than tbe maximum. Such a certificate might be in tbe following, 
for.m : — 

I, _ , Income-tax Officer of, do hereby certify 

that the income of ^ ^ , owner of the Government securities specified 

below, is liable to taxation at 18 pies per rupee in respect of such securities, but his income- 
from all sources including the interest on such securities being more than Ks. and' 

less than Rs. income-tax should be deducted on the interest at the rate of" 

pies only pdr rupee. 


Dated. 


Income-tax Officer.. . 





101 . 


Desoription of security. 

Number. j 

Date. 

! 

Amount. 


j 

1 

1 

1 



Sucli certificates wlien issued sliotild remain in force until tliey are 
'Cancelled and sliould not be required to be rene-wed annually, 

58. Certijicate hy a company to shareholders receiving dividends. 
'■{Section 20.) — Tbe profits of a company are charged to income-tax at 
"tbe maximum rate irrespective of wbat tbe amount of tbe profits may be 
(see Finance Act), and tbe sbarebolder of a company is, under section 
48 (i) of tbe Act, entitled to claim a refund on proof to tbe Income-tax 
Officer tbat tbe maximum rate of income-tax is greater tban tbe rate 
-applicable to bis “ total income.” In order to get sucb a refund, be 
.must produce tbe certificate required by section 20 and prescribed in 
rule 14. As in tbe case of tbe certificate regarding tax deducted from 
interest .on securities mentioned in paragraph 57, where a sbarebolder in 
m company is assessed to income-tax on account of income in bis own 
■bands, be may, instead of claiming a refund, ask tbat any rebate to 
which be is entitled ''should be set off against tbe tax which be is 
personally liable to pay, and tbe form of return of income for individuals 
prescribed in rule 19 permits of this set-off. 

Tbe form of tbe certificate prescribed in rule 14 differs from tbe form 
•of tbe certificate prescribed in rule 13 for income-tax deducted from 
'interest on securities in tbat it simply contains a statement tbat income- 
tax has been or will be duly paid by tbe company and tbat tbe dividend 
was declared on a certain date. It contains no statement as to tbe rate 
-at which tax has been or will be levied or as to tbe amount of tax paid 
-or to be paid. Tbe reason for this is tbat in many cases it is impossible > 
to state at what rate tax has been or will be levied on tbe particular pro- 
ffits out of which dividends are paid. Tbe dividends of a company may 
ffie distributed from profits made during tbe course of a financial or com- 
mercial year before tbe rate of tax is known, or may be distributed from 
reserves maintained for tbe equalisation of dividends and composed of 
profits earned in previous years. It should, therefore, be assumed by 
Tncome-tax Officers in connection with these particular certificates tbat 
4ax has been levied in respect of the dividends at tbe rate current on tbe 
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date on wliicli tlie dividends vrere 'declared since this is the rate to be- 
taken into account in dealing ^nth a claim for a refund under section 
48 {!). 

The amount of income-tax so assumed to be payable by the company- 
in respect of the dividend declared has, under the provisions of section 
16 {2), to be added to the net dividend received in calculating the total 
income of the individual shareholder. 

59. 'Annual reUirn of employes. {Section 21.) ^TJnder section 21 
read with rules 15, 16 and 17 a return in the form prescribed in rule 17 
must be made of all employes deriving an income of Es. 1,600 per annum 
or over, by the Government officers mentioned in rule 15, by every private 
employer and by, in the case of local authorities, companies or other' 
public bodies or associations, the “ principal officer (see paragraph 6) 
“ or the prescribed person.” The provision that in the last mentioned-’ 
case the return is to be made either by the principal officer or ” the pres- 
cribed person ” is designed to avoid difficulties experienced particularly 
in the case of companies, owing to the provision of the Act of 1918^ which 
required that the return should always be made by' the principal' 
officer.” Where' a company, for example, has got several places of 
business, it may be more convenient for the company that the returns 
ander this section should be made not by the principal officer at the head- 
ijuarters of the company but by officers at different branches, since this 
particular return has as a rule to be made to the local Income-tax Officer,. 
i.e., to the Income tax Officer of the place where the employes- 
liappen to reside. The liability for making this return re- 
mains under section 21 with the principal officer unless another person-, 
is prescribed in the case of particular companies. Such a person must- 
be prescribed by means of a rule made by the Board of Inland Revenue 
[(See section 2 (lO) and section 59 (2) (e)]. The object of the return is to- 
mable Income-tax Officers to see that the tax has been deducted at the 
source under section 18 (2), to arrange for adjustments where the collec- 
tions at the source have not been made correctly and to assess ” salaried ” 
persons under section 23, whether the tax has been collected at the source- 
ir not, where the salaried persons have other income than “ salary.”’ 
tVhile the obligation to deduct at the source is restricted to cases where- 
the “ salary ” amounts to Rs. 2,000 per annum or over, the limit of 
Rs. 1,600 prescribed in rule 16 is designed to include in the return allt 
lersons who are likely to have a total income, inchiding income from/ 
salaries, of not less than Rs. 2,000. 

This section prescribes that the return must be delivered to the In- 
lome-tax Officer but does not state to what particular Income-tax' 
Ifficer the return should be made. Every Income-tax Officer has, 
inder the provisions of section 64 (4), all powers conferred by 
r under the Act on an Income-tax Officer in respect of any 
ncome accruing or arising or recewed within the area for which he is- 
ppointed, irrespective of whether the particular income is assessed by 
im or not. In most cases it is convenient that this return should be 
lade to the Income-tax Officer of the area in which the employes reside, 
ut- in some cases it may be more convenient that the return should be"^ 
lade to the Income-tax Officer of the area in which the headquarters of' 
wide-spread business is situated. It is for the Income-tax Commis- 
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sioner in eacli doubtful case to decide to wbat particular Income-tax 
Officer tbis return should be sent. ^ 

The return prescribed under tbis section is tbe return of all employes 
wbo during tbe period of 12. months ending 31st March last were in re- 
ceipt of salary of not less than tbe prescribed amount of Rs. 1,600, and 
■ tbe return must be furnished to tbe Income-tax Officer in tbe proper form 
* before tbe 1st of May. Tbe obligation to make tbis return is a statutory 
one and no preliminary notice or req^uest from tbe Income-tax Officer is 
required. Failure to furnish tbis return is punishable under section 
> 51 (c) of tbe Act. 

60 Return of income by companies. \_Section 22 (!)•] — Tbe return 
of tbe total income of a company must be furnished to the Income-tax 
Officer before tbe 15tb day of June in each year in tbe form prescribed 
in rule 18, which also contains tbe form of tbe verification of such 
return. Tbe obligation to make tbis return is a statutory obligation 
upon tbe “ principal officer ” (see paragraph 6) of tbe company, and it 
is not necessary that tbe Income-tax Officer should send any preliminaiy 
notice or request to tbe company or tbe principal officer concerned. 
Failure to furnish tbis return is punishable under section 51 (c) of tbe Act. 

61. Return of income by persons other than companies. [Section 22 
(2).'] — Tbe form of return of total income of individuals, firms or Hindu 
undivided families is prescribed in rule 19 which also prescribes tbe form 
of tbe verification of such return. In tbis case no statutory obligation 
rests upon tbe individual, fii’m or Hindu undivided family to make such 
a return until a notice has first been seiwed by tbe Income-tax Officer 
requiring such a return. Tbe notice must allow' a period of 30 days for 
tbe furnishing of the return. If, however, on receipt of such notice, 
tbe return is not furnished within due time, such failure to make a return 
is punishable under section 51 (c) of tbe Act. 

62. Consequences of failure to furnish a return of income. — ^Wbere a 
return is not furnished in due time, whether it be a statutory return which 
companies are required to fmnisb by tbe 15tb of June under section 22 
(i), or whether it be tbe return which other persons are required to 
furnish under section 22 (2) on receipt of a notice from tbe Income-tax 
Officer calling upon them to do so, tbe person failing to make tbe return is 
not only liable to be prosecuted under section 51 (c) but no appeal lies under 
tbe proviso to section 30 (1) of tbe Act against any assessment made by 
tbe Income-tax Officer upon tbe company or other person failing to make 
a return. 

Failure to make a return, therefore, deprives tbe person at fault of 
any remedy whatsoever against tbe assessment subsequently made, 
except tbe remedy specified in section 27. Under that section a person 
failing to make a return may within one month after tbe receipt of a 
notice of demand of tbe tax apply to tbe Income-t..x Officer, and if be 
satisfies him that be was prevented by sufficient cause from making tbe 
return, tbe Income-tax Officer may cancel tbe assessment and proceed 
with the case de novo. Should tbe Income-tax Officer refuse to re-open 
tbe case under section 27, tbe assessee may appeal under section 30 to 
tbe Assistant Commissioner, but if tbe Income-tax Officer does re-open 
tbe case, whether of bis own accord on an application under section 27 
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or under tlie orders of tlie Assistant Commissioner under section '31 on 
an appeal, and tlie assessee fails again to make a return, tlie same provi- 
sions apply and no appeal lies against the. assessment. Section 22 (2) 
makes it obligatory upon tlie Income-tax Officer to call for returns from 
all assessees, and as tbe success of tlie administration, of the Act is largely 
■dependant upon assessees making returns of their income, every effort 
should he made to get everj’- assessee to file a return. At the same time 
it is desirable that, with due regard to the fiscal interests of the Govern- 
ment, all income-tax officials should administer the Act in a smypathetic 
„ spirit, and in particular should give assistance to assessees if they find 
any difficult}' in filling up their returns. 

Sub-section {3) of section 22 is a new provision the effect of which is 
that where a person has not furnished a return in due time or having 
furnished a return discovers any omission or w’rong statement therein, 
he may furnish a return or a revised return before the order of assess- 
ment is passed so that where a such return or revised return has been 
made the assessee may not be prosecuted for failing to submit a return in 
due time under section 51 (c) and may not be penalised under section 29 
for making a wrong statement in the original retuim. 

63. Conseqvence of false returns . — A person who makes a false return 
under section 22 is liable to be punished under the provisions of section 
177 or section 182 of tbe Indian Penal Code which run as follows: — 

177. Whoever, being legally bound to furnish information on any .subject to any 
ljublic servant, as such, furnishes, as true, information on the subject which ho knows 
or has reason to believe to bo false, shall be puni.shed with simple imprisonment for a 
term which may extend to six months, or with fine which may extend to one thousand 
rupees, or with both. * * 

“ 182. Whoever ^ives to any public servant any information which he Icnows or 
believes to be false, intending thereby to cause, or knowing it to be likely that he will 
thereby cause such public servant — 

(n) to do or omit anything which such public servant ought not to do or omit if 

> the true state of facts respecting which such information is gi%'cm were known 

by him, or 

(6) to use the lawful power of such public servant to the injury or annovanco of 
any person 

shall be punished ^yith imprisonment of either description for a term which may extend 
to six months or with fine which may extend to one thousand rupees, or with fioth.” 
for a term which may extend to six months or with fine which may extend to one 
thousand rupees, or with both.” 

The returns under section 22 must be “ verified in tlie prescribed 
manner ” and under section 52 of tbe Act a false statement in any such 
verification is an offence punishable under section 177 of tbe Indian Penal 
Code, 

Apart from these legal penalties, under section 28 of tbe Act if tbe 
Income-tax Officer, tbe Assistant Commissioner or tbe Commissioner is 
satisfied that an assessee has concealed tbe particulars of bis income or 
has deliberately furnished inaccurate particulars of such income and has 
thereby returned it below tbe real amount, be may direct that tbe assessee 
shall pay a penalty not exceeding tbe amount of tbe tax which 
would have been avoided if tbe return bad been accepted as correct. Tbe 
second proviso to section 28 (7), however, provides that where a penal 
.assessment under that section is imposed by tbe revenue authorities, no 
m'lminal prosecution for an offence shall be instituted on tbe same facts. 
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l!t is olviously not desirable tbat tbere sbould be room or a possible con- 
flict between tbe revenue and judicial autborities, and it is also unreason- 
:able tbat a double punishment should be provided for. 

A criminal prosecution cannot, under section 53 (I) of tbe Act, be. 
instituted except at tbe instance of an Assistant Commissioner. In most 
■cases action under section 28 ■will be effective although in more serious 
•cases a prosecution might be launched. 

64. Production of accounts. \^Section 22 (^).] — Under sub-section (4) 
of section 22 the Income-tax Officer is empo-wered to call upon any person 
liable to make a return to produce such accounts or documents as he may 
require. The production of accounts may be called for "whether a return 
has or has not been made. As stated in paragraph 62, it is always desir- 
able in the interests both of the assessees and of the Government that 
Income-tax Officers should obtain a return of income before they make 
an assessment. If, however, such returns are not forthcoming, they 
should, so far as possible, obtain the accounts of the assessee. Again, 
if a return is made the Income-tax Officer has power to call for accounts 
wherever he considers it necessary for the purpose of testing the accurac}' 
of the return. It is, however, desirable that the least possible incon- 
venience should be given to assessees by the detention of their accounts 
by Income-tax Officers and Income-tax Commissioners should take steps 
to see that accounts are not detained for any undue time or for any un- 
necessaiy purpose* Where a statement of profit and loss, for example, 
filed by an assessee has been certified as correct and complete by an ac- 
countant approved of by the Commissioner, the Income-tax Officer should, 
unless he sees reason to the contraiy, accept the statement as correct and 
•complete with regard to the facts mentioned in it, although he will fre- 
quently have to call for details showing how various figures are made up. 

The proviso to sub-section (4) of section 22 prevents any Income-tax 
Officer from calling upon an assessee to produce books of account going 
back for a period of more than three years prior to the ” accounting 
period.^’ This limitation applies merely to books of account; it does not 
apply to documents. ISTo limitation is placed by the Act upon the power 
of the Income-tax Officer to call for documents of any date. 

Neglect to furnish accounts or documents asked for by the Income 
tax Officer under section 22 (4) is punishable under section 51 (d) and, 
further, under the provisions of sections 23 {4) read with section 30 (I), 
any person who fails to comply with the requisition of the Income-tax 
■Officer for the production of accounts or documents may not appeal under 
section 30 against the assessment made whether he- has made a return or 
not. He is in exactly the same position as a person who did not make a 
return in the first instance, his only remedy being that described in 
paragraph 62 (i.e., under section 27). 

65. Evidence in assessment proceedings other than returns and ac- 
counts of assessee. — In addition to his general power to call for accounts, 
"the Income-tax Officer where he believes that a return made under sec- 
tion 23 (2) is incorrect or incomplete, has power to call upon an assessee to 
■attend or to produce or cause to be produced evidence of the correctness 
■of his retiirn. If an assessee fails when required by an order under 
section 23 (2) to attend or to produce evidence in support of his return, 
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lie is not liable to any penalty under section 51, but failure to comply -witb- 
such orders bas tbe result of placing tbe assessee in exactly tb.e same posi- 
tion as a person wbo failed origin^ly to make a return [see section 23' 
(4)2, tbat is, be may not appeal against tbe order of assessment or take 
any action other tban action under section 27 as described in paragraph 62. 

Under section 23 (3), tbe Income-tax Officer is empowered to utilise 
any evidence bearing on tbe assessment which be may obtain of bis own 
motion, while, under sections 37 and 38, be can enforce tbe attendance of 
any person for" this purpose and compel tbe production of tbe information 
tbat be requires. 

Tbe following special inslructions should be observed in calling for 
information from railway administrations : — 

(i) Tbe information must be relevant to an individual assessment. 

Income-tax Officers should not, for instance, ask for a com- 
plete statement of all consignments to or from a particular 
station. 

(ii) Tbe demand for information must be couched in definite 

terms. For instance it must state w'betber tbe particulars 
are required wdtb regard to outgoing or incoming consign- 
ments and name tbe stations w'itb regard to which the inform- 
ation should be collected. 

(Hi) Tbe requisition for information should always be sent to tbe ■ 
Agent of tbe Railway administration concerned. 

Section 37 -gives power to call for railway books. 

A company should not be required to furnish tbe Income-tax Officer 
with a return of tbe persons (with their addresses) for the time being 
appearing on tbe share legister of tbe company and tbe amounts of tbe 
dividends paid or pajmble to 'such persons during any particular period. 
Such a duty would be burdensome to tbe company with no corresponding 
addition to tbe administration. It is for this reason tbat in section 39 of 
tbe Act provision is made tbat tbe sbai-e register, tbe register of deben- 
ture holders and of mortgagees of any company are open to tbe inspection 
of tbe income-tax authorities, which may also take copies or caiise copies 
to be taken of any entries in sxicb registers. Since tbe power to inspect,, 
and take copies of such registers is specifically conferred by section 39, nO' 
income-tax authorities utilising these special powers can be called upon 
to pay any fee for inspection or copies under tbe Companies Act. 

Tbe Bill as originally framed contained a provision empowering an 
Income-tax Officer to require information to be given regarding specific 
payments shown in tbe accounts of an assessee where there is reason to 
believe tbat such payments will become liable to tax in tbe bands of the- 
recipients. This particular provision wms omitted by tbe Select Commit- 
tee on tbe Bill as being entirely unnecessary because Income-tax Officers 
have ample powmrs to disallow any payment shown in tbe accounts of an 
assessee where proof of tbe payment is not forthcoming. 

Section 37 also provides for tbe issue of commissions. 

66. Personal attendance of assessee . — ^Wbile section 23 (2) empowers- 
tbe Income-tax Officer to require a person making a return to attend at 
bis office, under tbe provisions of section 61 any person required or en- 
titled to attend before any income-tax authority may either attend in 
person or be represented by a person duly authorised by him in writing. 
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Tlie penalty to wliicli an assessee wlio failed to attend Trlien required to- 
do so liy an Income-tax Officer was liable under tbe Act of 1918, has been 
omitted from section 51 of the present Act, While there is no obligation 
on an assessee to attend in person at any stage of the assessment proceedings- 
or before any income-tax authority in connection with any proceedings 
mnder the Act, and while he may be represented at any such proceedings 
Iby any person he pleases to authorise in writing, failure to attend or to be- 
fso represented has the result that the assessee loses any right of appeal 
against the assessment. 

It should, Ixowever, be particularly noted that the provisions of sec 
tion 66 merely refer to attendance. Returns and verifications required 
under the Act must be signed by the assessee himself, and section 66 doe.s- 
not apply to such cases. 

It is desirable that tax-payers should be allowed to iise whatevei l 
agency they please for the pxirpose of representing their case ; and what - 1 
ever person they authorise to represent them whether he be an employe, I 
an accountant or any other person, has presumably been selected by them j 
as the person having the best knowledge of their accounts and financial 
position, and such person is entitled to appear before any income-tax 
authority and to give explanations and produce evidence regarding any 
points of doubt that may arise. 

67. Set-off of loss under one head of income against income, under 
another head . — ^Ilnder the Act of 1918 it was the aggregate amount 
chargeable under each of the separate heads mentioned xn sections 7 to- 
12 of the Act that determined the total and taxable income of an assessee,. 
so that, when a person carried on a trade or profession and also had an in- 
come from house-property, if he had actually incurred a loss from the trade- 
or profession, the figure adopted under that head in awiving at the aggre- 
gate amount of the income chargeable to tax was nil and not a minus 
sum. Under the provisions of section 24 of the Act a loss under one head 
of income may now be charged against profits under another in the same 
year. 

The purpose of sub-section (2) of section 24 is to enable full effect to be 
given to the set-off in cases where it would not otherwise be given full 
effect to, owing to the system of taxation at the source. It provides in 
particular for the case where the assessee is a registered firm. A regis- 
tered firm owning property or having income from a business and being 
in receipt of interest on securities would, under the provisions of sub- 
section (1), be entitled, to set off a loss from the business against the income 
chargeable in respect of interest on securities under section 8 or property 
under section 9, But it might happen that a registered firm might incur 
a net loss, in which case it would not be liable to tax. An individual 
partner in such a firm, if he had income other than the income fi’om the 
registered firm, would not get the same amount of relief if the firm had a 
net loss as he would have got, had he himself been the sole proprietor also 
of the securities, property or business of the firm, and sub-section (2) is 
intended to meet such a case." 

Illustration. — A. registered firm has property the annual value of which 
is Rs, 2,000, has income from interest on securities amounting to Rs. 1 ,000 
and carries on a business from which it incnrs in one year a loss oT 
Rs. 10,000. The firm is entitled under the provisions of sub-section [I'y 



108 


'of section 24 to set off tlie loss from business against tlie animal vahie of 
tbe property and tlie interest on securities, and its total income would be 
minus Ks, 7,000. A wbo is a partner in tbe registered firm having a sbarc 
■of one-balf in tbe profits thereof, has other personal income of Us. 6,000 
from interest on securities. He is entitled under the provisions oi sub- 
section (2) to set off his share of the net loss from the firm {viz., Us. 3,600) 
•against this personal income and would be assessed on a total income of 
Us. 2,500. 

Cases may occur where a person derives income as a member of two 
separate registered firms and has no other “ personal ” income, and sub- 
section (2) does not fully provide for such a contingency. For example, 
A having a half share in a registered firm, which incurred a net loss of 
Us. 2,000 in one year, had in the .same year no personal income liable to 
assessment to income-tax in his own hands, but had a similar share in 
another registered firm wUich had made a net profit of Us. 10,000. He 
would not get the benefit of sub-section (2), since the profits or gains of the 
second registered firm are not profits or gains “ in respect of which 
the tax is payable bj*- him,’’ as the income-tax is payable under 
ihe Act by the registered firm itself in respect of its profits. Heither 
could he get any advantage from sub-section (1) since receipts from 
registered firms are not included among the “ heads mentioned in 
section 6.” Hnder the Act as it stands, he could only, under ihe pro- 
visions of section 48 (2), obtain a refund on his share of the profits of the 
second registered firm at a rate equivalent to the difference betw'een the 
maximum rate and the rate applicable to his total income, i.e., according 
to the rates in force in 1922-23 he would get a refund of -/I /I in the 
rupee on his share (Us. 5,000) of the profits of the second registered firm 
which had been taxed at source at the maximum rate of -/1/6 and he 
would suffer tax finally at the rate of 5 pies on the Us. 5,000. But in 
equity he should only suffer tax at 5 pies in the rupee on his real income 
■of Us. 5,000 minus Us. 1,000 i.e., Us. 4,000. Although such cases will 
be rare and are not provided for in the Act, they should be dealt with on 
the basis of real income, i.e., in the case above quoted A should get a re- 
fund so adiusted that he shall suffer finally tax of 5 pies in the rupee on 
Us. 4,000. 

68. New businesses . — As stated in paragraph 13, assessments under 
the Act are made on the profits of the “ previous year. ” "When a new 
•business is started, therefore, no assessment Avill, as a rule, be made in 
the first year, and the assessment in the second year will be made on the 
profits of the preceding year. The only exception is that referred to 
in the next paragraph. 

69. Businesses closing down . — The only exception to the general rule 
that assessments are made on the profits of the previous year is contained in 
■section 25 (1) where, in order to guard against a possible loss of revenue 
owing to delay in making assessments on the profits of businesses, profes- 
sions or vocations that close down during the course of a financial or 
commercial year, it is provided that in such cases in addition to the 
assessment on the income of the preceding year a further assessment may 
be made in the year in which a business, profession or vocation is closed 
down, on the income of that year. Sub-section (2) of that section imposes 
a statutory obligation on persons discontinuing a business, profession or 
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Tocation to give notice of snch discontinuance witKin 15 days of tlie dis* 
continuance. 

It is to be noted tbat these provisions apply only to businesses, pro- 
fessions or vocations, that is to say, to profits or gains taxable under 
sections 10 and 11, and further, that they only apply to any business, 
profession or vocation commenced after the 31st March 1922. They do- 
not apply to any business, profession or vocation which was in existence 
before that date, as these are subject to the special, provisions of section 
25 (3) which are described below. 

The power to make this additional assessment under section 25 (1) is- 
a discretionary power which may be exercised whether the business, etc., 
is a purely temporary business commencing and closing down in the same 
year, or whether it is a business that has been in existence and has been 
previously taxed under the present Act. It should only be used in cases 
where there is reason to anticipate that the tax may not be collected unless 
the assessment is made in the year in which the business, etc., closes 
down. Where there is a reason to believe that there will be no difficulty 
in making the assessment and collecting the tax in the usual manner, 
that is, in the year after the business closes down and on the profits of the 
3''ear in which it did close down, there is no need to use the special powers 
conferred bj’- this sub-section. 

The profits to be taxed under the provisions of section 25 {!) are the 
profits accruing between the end of the last “ previous year ” of which 
the profits have been taxed and the date of the discontinuance of the 
business. Further, the rate to be applied in taxing the discontinued 
business under sub-section il) is- the rate in force in the year in which 
the assessment is made. 

Where a business, profession or vocation had tax charged on it under 
the provisions of the Act of 1918, it cannot be taxed in the year in which 
it closes down under the provisions of sub-section [1) of section 25. On 
the contrary, for reasons given in paragraph’ 13, it is, under the provisions 
of section 25 {3), not liable to tax in respect of profits or gains of the 
period between the end of the last “ previous year ” and the date of 
the discontinuance, but is entitled to substitute the profits of that period 
for the profits of the last “ previous year ” and claim an adjustment 
accordingly. This special provision applies only to a business, profes- 
sion or vocation, on which tax was charged under the Act of 1918, and 
when a claim for this concession is made, it must be supported by proof 
that tax had been charged under the Act of 1918 in respect of that very 
business,- profession or vocation. 

N . B. — The 'provisions of section 25 apply to the complete stoppage or 
discontinuance of a business, profession or vocation and do not apply to 
any charge in the proprietorship. Where there is any change in the 
proprietorship merely, the provisions of section 26 apply (see paragraph 
70); 

Wliere a business, profession or vocation is completely discontinued 
and is not merely transferred from one proprietor or set of proprietors to 
another, the person who carried on the discontinued business is respon- 
sible for the payment of the tax, and where the proprietorship was 
vested in a firm, section 44 specifically provides that the persons who- 
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<were members of tbe firm on tbe date of sucb discontinuance, are jointly 
•and severally liable to any tax due from tbe firm. 

70. Change in the ownership of a business, profession or vocation . — 
Difficulties were experienced under tbe previous Acts regarding tbe distri- 
^bution of tbe tax in cases where there has been a change in tbe pTOprietor- 
^sbip of a business, profession or vocation. Dnder tbe pi'ovisions of 
-section 26 tbe liability for tbe tax based on tbe income of tbe “ previous 
year ” attaches in such cases to tbe business, profession or vocation it- 
self, and tbe new owners are liable for tbe tax even though they were not 
owners for tbe whole of tbe time during which tbe profits on which tbe 
-assessment is based, were earned. This applies whether tlie business, 
profession or vocation is owned by a single individual or by partners or by 
a company, (tbe word “ person ” includes a company under tbe provisions 
of section 3 {39) of tbe General Clauses Act.) If an individual therefore 
"has succeeded by purchase or otherwise to another individmd in tbe.owner- 
sbip of a business, etc., be is, under tbe provisions of this section, deemed 
both for tbe purposes of income-tax and super-tax to liave leceived tbe 
profits on which tbe assessment is based. Tbe same remarks apply to 
• cases where a company buys up another companj'^ or purchases a concern 
from a firm or an individual or where there i? a i‘l;ange in tbe constitution 
of a firm. For example, if A happens to be a member of a film when an 
assessment is made in tbe year 1922-23, even if A has newly succeeded to 
"the partnership just before tbe assessment is made, bo is deemed both for 
tbe purposes of income-tax and super-tax to have received out of tbe 
profits of tbe year 1921-22 (which are tbe profits assessable in tbe year 
1922-23) tbe share to which be would have been entitled bad bis share in 
tbe registered firm been tbe same as it was in 1922-23 when tbe assess- 
ment was made. 

71. Orders of assessment . — ^Wben an assessment order has been passed 
under section 23, any assessee who applies to tbe Income-tax Officer for 
-a copy of tbe order must be supplied by tbe Income-tax Officer with a copy 
free of charge. 

72. Notice of demand . — Tbe notice of demand referred to in section 
“29 and prescribed in rule 20 draws a clear distinction between tbe cases 
where an appeal lies against an assessment and where an appeal does 
not lie, and shows tbe appi’opriate remedy to an aggrieved assessee in 
either case. These . notices of demand should, so far as possible, con- 
tain tbe demand both on account of income-tax and super-tax, and since 
the total income has to be ascertained in eveiy assessment for income-tax 
in order to determine tbe rate at which income-tax shall be payable on 
any income for which tbe assessee is responsible for direct payment, and 
as it is on tbe same total income that super-tax is leviable, it is desirable 
that, so far as possible, in tbe interests of economy and convenience to 
.assessees, tbe assessment both of income-tax and super-tax should be 
made simultaneously. 

73. Appeals to Assistant Commissioner . — Tbe cases in ivliicb an appeal 
may lie to an Assistant Commissioner against tbe orders of an Income-tax 
•Officer aie specified in detail in section 30. As stated in paragraph 62, 
it is necessary that every efiort should be made to get taxpayers to file 
^returns of income and the restrictions on appeals contained xn the pro- 
wiso to section 30 (7),' which definitely forbid the entertainment of any 





Ill 


appeal against an assessment where the Income-tax Officer has been com- 
pelled to make the assessment under section 23 {4), in cases where 
•an assessee has failed to make a return or has failed to produce his accounts 
when called for or has failed to produce any proof of the accuracy of his 
returns] should he rigidly adhered to. Under no circumstances may any 
•appeal be entertained in those cases. 

Section 30 now allows appeals to the Assistant Commissioner against 
the refusal of an Income-tax Officer to re-open a case under section 27 
and also against the orders of an Income-tax Officer imposing a penalty 
under section 25 (2) or section 28. 

The form in which an appeal must he presented to the Assistant Com- 
missioner is specified in rule 21 and that form must also be verified in 
the method prescribed in the same rule. Any false statement in the said 
verification is punishable under section 52. 

74. Powers of Assistant Commissioner in dealing with appeals. {Sec- 
tion 31.) — The provisions of this section have been re-worded in order 
to make it clear -that the Assistant Commissioner in entertaining an appeal 
has power to' remand a case to the Income-tax Officer for report or dis- 
posal on its merits and also that the Assistant Commissioner is not re- 
•quired to pass orders on the actual date of hearing, but may pass orders 
■after the last day of hearing. 

An Assistant Commissioner in dealing with an appeal may enhance 
-the assessment made by the Income-tax Officer but under the proviso to 
sub-section (.3) he must first give the appellant a reasonable opportunity 
of showing cause against the enhancement. The appellant in such a 
•case may, under section 32, appeal to the Commissioner against the order 
of enhancement, 

75,. Appeals to Commissioner. — No second appeal lies from orders 
passed by an Income-tax Officer. One appeal is allowed to the Assistant 
Commissioner under section 31. The only cases in which an appeal may 
be made to the Commissioner are against special orders passed by an 
Assistant Commissioner himself, viz., an order imposing a penalty under 
section 28 or an order enhancing an assessment in the course of an appeal. 
No appeal lies to the Commissioner in any other case. 

76. Power of review. — Under section 33 the Commissioner has power 
•to review any proceedings whatsoever taken by subordinate officers. 
Under the Act of 1918 his powers were limited to assessment proceedings 
but he may now review any proceedings including orders imposing 
penalties and orders in connection with refunds or recovery of demands. 

The Commissioner in exercise of his powers of review need not neces- 
■sarily in each case make a Personal enquiry but may cause an enquiry 
to be made by a subordinate officer. 

77. Assessment of income which has escaped assessment in previous 
years. — Under the provisions of section 34 where income chargeable to 
income-tax has escaped assessment in any year or has been assessed at 
'-too low a rate, the Income-tax Officer may commence proceedings at any 
time -within one year from- the- end of the year in which the income so 
•escaped assessment in order to get a full or proper assessment. All that 
section 34 requires the Income-tax Officers to do within the statutory 
period of one year is to commence proceedings for assessment. It is not 
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necessary tliat tlie proceedings should he completed within that period. 

When income that escaped assessment or was assessed at too low a 
rate is subsequently assessed or fully assessed, the proviso to section 34 
makes it clear that the rate applicable to such assessment or re-assessment 
is the rate in force at the time when the income should originally have 
been so assessed. 

78. Rectification of mistakes in assessments. — The power conferred 
upon an Income-tax Officer by section 35 to rectify a mistake, whether 
on his own motion or on the application of an assessee, is confined to the 
rectification of mistakes patent from the facts or documents which were be- 
fore the Income-tax Officer when he passed the original assessment order. 
This section does not confer on the Income-tax Officer a general power of 
review or authorise any assessee to introduce any new facts in connection 
with the said assessment. 

79. Elimination of pies from assessment. — Section 30 provides that 
in income-tax assessments or refunds fractions of an anna less than six pies 
shall be disregarded, and fractions of an anna equal to or exceeding six 
pies shall be regarded as one anna. This provision has been made, for 
the purpose of eliminating fractions of an anna from the accounts. 


Income-tax Officers should also be instructed not to attempt to work 
out the Income-tax due on fractions of u rupee. Tractions of a rupee in 
income should be entirely disregarded. ^ 


80. Fiduciaries. — In the case of trusts the Act does not permit of any 
double taxation, viz., once in the hands of a trustee and once in the hands 
of a beneficiary. Sections 40 and 41 of the Act which provide for the 
trustee in particular cases being liable for the tax in place of the benefi- 
ciary make it perfectly clear that it is only in cases covered by these sec-' 
tions that a trustee can be required to pay the tax. 


81. N on-residents . Income otdier than from husiness .—Undev section 
4 {!) tax is payable in respect of all income, profits or gains accruing 
or arising in British India or deemed under the provisions of the Act 
to accrue or arise or to be received in' British India, whether the recipient 
resides in British India or not. There is little difficulty regarding in- 
come arising in British India and receivable by non-residents under the 
heads “ salaries,^' “ interest on securities,” ” property,” “ professional 
earnings,” or “ other sources.” In cases of income from ” interest on 
securities ” and “ salaries ” income-tax is deducted at the source, and in 
the case of income under the other heads a non-resident is usually re- 
presented by an agent [section 42 {!) ]. No difficulty has been exper- 
ienced in determining whether income under any of those heads is 
taxable. 


82. Non-residents. Income arising from business in India. — There 
is no precise definition in the Act which can be used as a test for deter- 
mining in everjr particular instance whether a non-resident is or is not 
carrying on business in British India and hoAv the amount of taxable 
profits is to be arrived at. Section 42 of the Act contains special provi- 
sions regarding non-residents, and rules 33 to 35 prescribe the manner 
in which and the procedure by which the income, profits and gains may 
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be arrived at in tbe case of non-residents. Instances are given below of 
tbe method to be adopted in dealing with typical cases : 

(1) Indian hranclies of non-resident firms are liable to assessment 
under tbe Act. In order to secure an accurate assessment in such cases, 
sections 22 {4) and 37 enable an Income-tax Officer to require tbe produc- 
tion of tbe balance sheet and profit and loss account of tbe firm as a whole 
in addition to that of tbe Indian branch, and also to require tbe sub- 
mission of a detailed statement of all tbe profits credited to tbe personal 
account of tbe bead office on account of transactions carried out on its 
behalf. In some instances, however, tbe form adopted for tbe accounts 
and balance sheets of tbe bead office or tbe Indian branch does not 
enable tbe share of prpfits properly due to tbe Indian branch to be 
accurately gauged, while there ai'e certain firms which keep no accounts 
at all either at their bead office abroad or at their branch offices 
in India. Rule 33 gives Income-tax Officers wide powers to deter- 
mine bow tbe profits of tbe Indian branch shall in these cir- 
cumstances be calculated and enables them to fix as tbe income of tbe 
Indian branch for assessment purposes either a percentage of tbe turn- 
over of tbe business done by the branch or, where this procedure proves i 
unsuitable,' an amount which bears the same proportion to the total 
profits of the business as the Indian receipts bear to the total receipts 
of the business, or, where neither of the above methods proves suitable, 
any other more reliable method of calculation. In the case of shipping 
companies in particular the most suitable method of assessing the 
Indian branch is usually to calculate tax on the same proportion of the 
total profits of the company as the Indian receipts of the company (mean- 
ing thereby the sums received either in India or elsewhere on account of 
goods shipped or passengers carried from India) bear to its total receip;ts. 
In the special case of the Indian branches of non-resident insurance com- 
panies (life, marine, fire, accident, burglary, fidelity guarantee, etc)., it 
will probably be found both feasible and equitable to adopt the provisions 
of rule 35 and assess these branches on the proportion of the total profits of 
the companies corresponding to the proportion which their Indian premium 
income bears to their total premium income. 

(2) Indian firms allied io non-resident firms of which they are not 
technically either branches or agencies often succeeded in the past in 
escaping their proper taxation by a manipulation of accounts with tbe 
parent non-resident companies. To cite an example, a foreign firm 
dealing in aniline dyes was registered as a separate limited liability 
company in India with a capital of Es. 20,000. The shares were never 
placed on the market in India, but, with the exception of small holdings 
by managers in India, were all held abroad. The registered capital was 
nominal in comparison with the value of the stock-in-trade and the 
parent company abroad sold to the subsidiary Indian company at a price 
leaving a margin just sufficient to cover the expenses of the subsidiary 
company, or causing an actual loss to be shown. Section 42 (2) of the 
Act is designed to prevent a siibsidiary Indian firm or company from 
benefiting by such a manipulation, and enables an Income-tax Officer to 

■ assess it on the profits which may reasonably be deemed to have been 
derived from its Indian business, while, where any difficulty is experi- 
enced in arriving at a basis for assessment, assessment' on a percentage 
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of turnover, or otlier suitable metbod can be adopted under rule 34. 
It is to be noted tbat the provisions of section 42 (2) are not applicable 
■svbere tbe parent non-resident firna or company is constituted witbin tbe 
British Empire and tbat tbe liability to assessment is placed on tbe 
subsidiary Indian firm as a principal and not as an agent. 

(3) Indian agents of non-resident firms of which they are not techni- 
cally either hranches or subsidiary firms are liable for tbe payment, on 
account of tbeir principals, of tbe tax on tbeir principals’ Indian profits 
under tbe provisions of sections 42 {!) and 43 of tbe Act. It vrill be 
observed tbat these provisions permit tbe levy of tbe tax on a non-resi- 
dent’s business not only where be has established a regular agency in 
India but also where be conducts bis business regularly through a par- 
ticular agent or casually through various agents. In this case it is not 
necessary tbat anything of tbe nature of a regular agency should exist 
in order to make tbe profits of a non-resident chargeable in tbe name of 
an agent. They are so chargeable even when tbe only connection be- 
tween tbe non-resident and the person acting as bis agent is tbat tbat 
person is ordinarily and regularly emploj^ed as an agent by tbe non- 
resident. Tbe Government of India do not, -however, desire tbat in 
* practice tbe liability to assessment should be enforced except where 
something definitely of tbe nature of an agency exists and in particu- 
lar no attempt sliould be made to tax tbe profits of a consignment business 
pure and simple, merely because tbe non-resident consignor habitually 
uses a particular resident as bis agent. 

In all cases it will be a question of fact whether tbe connection between 
tbe non-resident and tbe resident is such tbat an agenej’’ can be beld to 
exist. It is doubtful whether it is practicable to formulate for the 
guidance of Income-tax Officers any more definite principles than those 
stated above ; but tbe following examples may serve to indicate the lines 
on which decisions should be reached ; — 

(а) B, a distiller in Glasgow, has agreed to sell to no one in India 

except A, his agent, provided that A gives B all or an 
agreed proportion of bis trade. A purchases from B and 
sells to the trade at his own rates, and all bad debts are A’s. 
No attempt should be made to tax B on bis profits. His 
position, in spite of bis supplementaiy agreement with A, 
is merely that of a seller to an Indian consignee who takes 
the risks or profits of the trade in India. 

(б) A, an Indian resident and a large supplier of mill stores, has 

a monopoly for tbe sale in India of the belting of a non- 
resident B. A is paid commission by B on all orders he 
sends either for his own stock or risk or in execution of 
orders obtained. He does not confine bis purchases of belt- 
ing to B. He stands all loss from bad debts and fixes the 
prices to be asked for tbe goods. Here again the position 
of B is merely that of a smler to an Indian consignee, and 
no attempt should be made to tax B’s profits. 

'(c) A is the Indian agent for hardware and sundries of B, a British 
manufacturer. A receives salary and commission from B 
and bad debts fall on B. Here there is a regular agency 
and B’s Indian profits should be taxed through A. 
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(cZ) A is the Indian agent foi’ B, a firm in an Indian State, who 
consigns goods for sale in Bombay or China through A*. 
The business is purely a consignment business and B’s 
profits on his Indian ti’ade should not be taxed. 

In all these cases A^s remuneration or profits as agent are liable to 
the tax. 

(4) Casual agents for non-resident firms to whom goods are fro’hi to 
time consigned have been dealt with in {3) above and no attempt shpuld 
be made to tax the profits of a non-resident through the agent on this 
class of business'. 

Attention is invited to the ruling of the Madras High Court (Case 
Ho. 5) in which it has been held that a person who is not a resident in 
British India but to whom income arises or accrues through business 
connections in British India is assessable to income-tax under sections 
'4 and 42 (7) of the Act whether he is a British subject or a foreigner and 
that the provision in the latter section that such income shall be taxable 
in the name of the agent of any such person does not mean that it is not 
chargeable unless assessed in the name of an agent. The non-resident 
can himself be assessed under section 42 (7) if he happens to come into 
British India. All that the latter part of the sub-section does is to pro- 
vide machinery by which the tax can be levied when the non-resident 
himself cannot be got at. 

See also paragraph 83 as to the time within which arrears of tax due 
from a non-resident may be recovered. 

83. Method of the recovery of the tax. — The Income-tax Ofi&cer is 
responsible for the recovery of the tax whether the demand represents 
the tax assessed by himself under section 23 or wliether it represents an 
enhancement made by the Assistant Commissioner on appeal under 
section 31 or by the Commissioner in exercise of his powers of review 
under section 33. Notices of demand under section 29 in the form pre- 
scribed in rule 20 should be issued at as early a date as possible after 
the assessment is made under section 23 or when intimation is received 
of orders of enhancement from superior authorities in order that the 
tax may be promptly collected. The fact that an appeal has been lodged 
against an assessment should not stop the collection although the Income- 
tax Officer is empowered, under section 45, in his discretion to treat an 
assessee as not being in default until an appeal is disposed of. "When 
the Income-tax Officer considers that an appeal is a hond fide appeal, he 
should in exercise of his discretion under section 45 require the assessee 
to pay the portion of the tax that is not in dispute and should, under 
no circumstances, delay the collection of that portion of the tax which 
is not disputed in the appeal. Similarly section 66 (7) of the Act pro- 
vides that a reference to the High Court shall in no way stop the collection 
•of the tax. 

When the tax is not paid within the time prescribed in the notice, 
.or, if no such time is prescribed, by the fii’st day of the second month 
following the date of the service of the notice or order, the Income-tax 
■Officer should use the powers conferred upon him by section 46 (7) and 
impose a penalty for the default. 
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Section 46 (3) and (4) provides for eases wliere a special vrliole-tiine 
income-tax staff for tlie actual collection of tlie tax is employed in any 
area. Where such a staff is employed, the Commissioner of Income-tax 
may confer upon that staff any of the powers for the enforcement of any 
process for the recovery of a municipal tax or local rate imposed under 
any enactment which is in force in anj’- part of the province, e.g., the- 
powers of distraint. In other areas and, in the areas in which a special 
staff as employed where the powers for the recoveiy of municipal taxes 
or local rates have proved insufficient, the Income-tax Officer may, under 
section 46 (2), forward under his signature a certificate specifying the 
amount of arrears due from an assessee to the Collector oi the district, 
and the Collector of the district on receipt of such a certificate must 
proceed to recover the amount specified in the certificate as if it were an 
arrear of land revenue. 

Where the defaulter is a salaried person the Income-tax - Officer 
may, under the provisions of section 46 (Jj), require the person paying 
“ salary to such assessee to deduct from any subsequent payments of 
“ salary ” any arrears of tax due from such assessee whether those arrears 
are due on account of tax on ‘ salary ’ or on income from any other 
sources or on account of any penalt}*. 

The necessity for prompt collection of the tax .should be impressed 
upon Income-tax Officers since not only is delay in the collection of this 
lax likely to result in loss of revenue for other reasons, but, under the 
i rovisions of section 46 (7), no proceedings for recovery can be commenced 
after the expiration of one year from the last day of the year in which 
the demand is made, with the exception of the special case referred to 
in sub-section (1) of section 42. Tliat sub-section refers specially, to 
arrears of tax due from a non-resident. Por the collection of such arrears 
no time limit is prescribed as sxich arrears may be recovered from any 
assets of the non-resident which may at any time come within British 
India. 

<« 

The above remarks regarding recoveiy of tax apply also, under the 
provisions of section 47, to the recovery of any penalty imposed under . 
section 25 (2), section 28 or section 46 {!]. 

84. Refunds of Income-tax. {Section 4S .) — ^Kefunds are necessitated 
owing to the system of taxation at the source, which occurs in the case of - 
the tax on companies and on registered firms (section 48 (7) and (2) ), and 
of deduction at the source, which occurs in the ease of “ interest on securi- 
ties ” and “ salaries ” (section 48 (3) ). In both these cases the rate. of 
tax appropriate to the “ total income ” of the recipient (the shareholder, 
partner, security-holder or salaried person) is not known at the time that 
the tax is assessed Or deducted. As stated in paragraph 51, in order to 
simplify the procedure in connection with refunds section 18 (.9) makes it 
obligatory upon the person deducting income-tax from “ interest on 
securities ” to issue to all security-holders a certificate specifying the 
amount of the tax deducted from the interest and the rate at which it has 
been deducted; and similarly section 20 (see paragrapli 58) requires the 
principal officer of a company distributing dividends to issue to share- 
holders a certificate stating that the company has paid or will pay income- 
tax on the profits that are being distributed.' These certificates (or in the 
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case mentioned in paragrapli 57, a certificate by a bank) must be accepted 
b}' Income-tax Officers as conclusive proof tbat tax bas been paid. 

For tbe reasons given in paragraph 58 the Income-tax Officer for pur- 
poses of refund in the case of dividends, bas to assume tbat tbe dividends 
mentioned in tbe certificate vrere taxed at tbe maximum rate current on 
tbe date wben tbe dividends Avere declared. In tbe case botb of dividends 
and of interest on securities, tbe tax deducted bas to be added to tbe 
“ net dividend or interest paid for tbe purpose of calculating botb tbe 
“ total income ” of tbe applicant and tbe amount of refund due [see 
paragraph 53, and section 48 {!) ]. 

Applications for refund under tbe provisions of rule 39 can now be 
made to tbe Income-tax Officer of tbe district in wbicb tbe applicant is, 
cbargeable directl,y to income-tax or, where be is not cbarge'able directly 
to income-tax, to the Income-tax Officer of tbe district in which be ot’din- 
nrily resides and such Income-tax Officers are required to give tbe refunds. 
'The applications need no longer be made, as under previous rules, to tbe 
Income-tax Officer of tbe area in wbicb tbe income-tax was paid. 

Tbe necessity for refunds of tax on Government securities can be 
avoided, hy tbe procedure laid down in paragraph 19, in tbe case of persons 
who are either not liable to tbe tax or who have a taxable income wbicb 
is sufficiently’’ stable to justify tbe Income-tax Officer in assuming tbat 
tbe rate applicable to the total income is not likely to move from one 
grade to another. Again, as bas been pointed out in preceding paragraphs, 
tbe necessity for a refund can also be avoided in tbe case of persons who 
have income, wliicb bas not been taxed, or from wbicb income-tax bas not 
been deducted, at the source, since such persons can claim a set-off against 
tbe tax due on that other income. 

In cases where a cash refund is necessary, tbe procedure laid down in 
rules 36 to 40 should facilitate tbe granting of refunds, Tbe application 
must be made in tbe form prescribed in rule 36 and verified in the manner 
laid down in tbat laile and must, under rule 37, be accompanied by a 
return of the “ total income ” in tbe form prescribed in rule 19 unless ^ 
such a return bas previously been made. A false statement in such a 
return or in such a verification is punishable under tbe provisions of sec- 
tion 182 of tbe Indian Penal Code, wbicb are set out in paragraph 63 
above. Tbe application must also, where necessaiy, be accompanied by 
tbe certificates mentioned in section 18 (9) or section 20. Tbe applica- 
tions, under rule 40, need not be presented in person, but may be sent by 
post or by an authorised agent. In cases where the applicants do not 
present themselves, tbe amount of any refund due should be remitted by 
money order, in which event tbe cost of tbe money order is borne by tbe 
(Government and is not to be deducted from tbe amount to be refunded. 

It should be particularly’- noted tbat section 48 does not apply to super- 
tax (see section 58) since super-tax is not deducted at tbe source or taxed 
at tbe source with tbe solitary exception of tbe case referred to in section 
57, in wbicb case no claim-for any refund can arise. 

Any claim to a refund must, under tbe provisions of section 50 be made 
within one year from tbe last day of tbe year in wbicb tbe tax was recover- 
ed. bTo claim can be entertained if presented at a later date, 

85. Belief from double income-tax. (Section 49 ). — At a conference 
between tbe representatives of tbe Home Government and of tbe Dominions 
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and of India an agreement was arrived at to tlie following effect : That 
in respect of income taxed both in tlie United Kingdom and in India there- 
should be deducted from the appropriate rate of the United Kingdom in^ 
come-tax (including super-tax), the whole of the rate of the Indian income- 
tax (including super-tax), charged in respect of the same income, subject 
to the limitation that in no case should the maximum rate of relief given 
by the United Kingdom exceed one-half of the rate of the United King- 
dom income-tax (including super-tax) to which the individual tax-payer 
might be liable and that any further relief necessaiy in order to confer on 
the tax-payer relief amounting to the lower of the two taxes (United 
Kingdom and Indian) should be given by India. That is to say, the 
arrangement is that where income is liable to taxation both in the United 
Kingdom and in India, it should pay only at the highest rate leviable in 
either country. These proposals have been accepted by the Government 
of the United Kingdom and are embodied in section 2T of the Kinance Act 
of 1920. A copy of that section is given below : 

****** 

27. (7) If any person who has paid, by deduction or otherwise, or is Hable to pavr 
United Kingdom indbme-tax for any year of assessment on any part of his income proves 
to the satisfaction of the Special Commissioners that ho has paid Dominion income-tax 
for that year in respect of the same part of his income, ho shall be entitled to relief 
from United Kingdom income-tax paid or payable by him on that part of his income at 
a rate thereon to be determined as follows : — 

{a) if the Dominion rate of tax does not cxceeed one-half of the appropriate rate- 
of United Kingdom tax, the rate at which relief is to be giyen shall bo the 
Dominion rate of tax : 

(6) in any other case the rate at which relief is to bo given shall be one-half of the- 
appropriate rate of the United Kingdom tax. 

For the purpose of this section, the expression " the appropriate rate of United- 
Kingdom tax ” means the rate at which tlie claimant for the year to which the claim 
relates has borne or is liable to bear United Kingdom income-tax and where the claimant 
is liable to United Kingdom super-tax the expression “ the appropriate rate of United 
Kingdom tax ” means a rate equal to the sum of the rates at wliich lie -has borne or 
is liable to bear United Kingdom income-tax and super-tax, respectively, for that year. 

{3) Where a person has not established his' claim to relief under this section for any 
year of assessment before the first day of January in that year, the relief shall bo 
granted by way of repayment of tax. 

(5) Where by reason of the allowance of relief under this section tlie rate of United 
Kingdom income-tax deducted from 'or paid in respect of any part of the income of any 
individual is less than the standard rate, and the rate of the i-elief so allowed is greater 
than the rate appropriate to the case of that individual, such an adjustment shall be 
made in allowing to that individual any relief to which ho may bo entitled under the 
provisions of this part of this Act relating to the rate of tax on the first two hundred 
and twenty-five pounds of taxable income as may be necessary to secure that the amount 
of United Kingdom income-tax finally paid or borne bj-^ him .shall be equal to the amount 
which would have been paid or borne if the relief under this section had in- the first 
instance been given at the rate appropriate to his case. <- 

(4) Notwithstanding anything in the Rules applicable to Case IV or Case V of 
Schedule D or in any other provision of the Income-tax Acts, no deduction shall be made 
on account of the payment of Dominion income-tax in estimating income for the purposes 
of United Kingdom income-tax, and wdiere income-tax has been paid or is payable in 
any Dominion either on the income out of which income subject to United Kingdom 
income-tax arises or is received, or as a direct charge in respect of that income, the income 
so subject to United Kingdom income-tax shall bo deemed to be income arising or 
received after deduction of Dominion income-tax and an addition shall, in estimating 
income for the purposes of the United Kingdom income-tax, bo made to that income of 
the proportionate part of the income-tax paid or payable in the Dominion in respect of 
the income out of which that income arises or is received together with the full amount 
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of any Dominion income-tax directly charged or chargeable in the Dominion in respect 
of that income; 

Provided that — 

(а) where any income arising or received as aforesaid consists of dividends which 

are entrusted to any person in the United Kingdom for payment and the 
Special Commissioners are satisfied that the person so entrusted is not in 
• a position to ascertain the amount of the addition to he made under this 
sub-section, the assessment and charge may he made on the amount of the 
dividends as received by the person so entrusted, but in any such case the 
amount of the addition shall be chargeable on the recipient of the dividends 
under Case VI of Schedule D ; and 

{b) where under the laws in force in any Dominion no provision is made for the 
allowance of relief from Dominion income-tax in respect of the payment of 
United Kingdom income-tax, then in assessing or charging income-tax in the 
United Kingdom in respect of income assessed or charged to income-tax in 
that Dominion deduction shall be allowed in estimating income for the pur- 
pose of United Kingdom income-tax of an amount equal to the difference 
between the amount of the Dominion income-tax paid or payable in respect 
of the income and the total amount of the relief granted from the United 
Kingdom income-tax in respect of the Dominion income-tax for the period 
on the income of which the assessment or charge to United Kingdom income- 
tax is computed. 

In this sub-section the expression “ dividends ” includes any interest, annuities, 
dividends, shares of annuities, pensions, or other annual payments or sums in respect of 
which tax is charged under the Buies applicable to Schedule C or under Eule VII of 
the Miscellaneous Buies applicable to Schedule D. 

(5) Where under Buie 20 of the General Buies applicable to Schedules A, B, C, D, 
and E, a body of persons is entitled to deduct income-tax from any dividends, tax shall 
not in any case be deducted at a rate exceeding the rate of the United Kingdom income 
tax as reduced by any relief from that tax given under this section in respect of any 
payment of Dominion income-tax. 

{<?) Where under the law in force in any Dominion provision is made for the allow- 
ance of relief from Dominion income-tax in respect of the payment of United Kingdom 
income-tax, the obligation as to secrecy imposed by the Income-tax Acts upon persons 
employed in relation to Inland Eevenue shall not prevent the disclosure to the authorised 
officer of the Government of the Dominion of such facts as may be necessary to enable 
the proper relief to be given in cases when relief is claimed both from United Kingdom 
income-tax and from Dominion income-tax. 

(7) The Commissioners of Inland Eevenue may from time to time make regulations 
generally for carrying out the provisions of this section, and may, in particular, by those 
regulations provide : — 

- (a) For making such arrangements with the Government of any Dominion to which 

the last preceding sub-section applies as may be necessary to enable the 
appropriate relief to be granted. 

(б) For prescribing the year which in relation to any Dominion income-tax is, for 

the purposes of relief under this section, to be taken as corresponding to 
the year of assessment for the purposes of United Kingdom income-tax. 

(S) In this section : — 

(a) The expression “ Dominion ” means any British possession, or any territory 
which is under His Majesty’s protection or in respect of which a mandate 
is being • exercised by the Government of any part of His Majesty’s 
^ dominions : 

(&) The expressions “ United Kingdom income-tax ” and “ United Kingdom super- 
tax ” mean respectively income-tax and super-tax chargeable in accordance 
with the provisions of the Income-tax Acts : 

(c) The expression “ Dominion income-tax ” means any income-tax or super-tax 
charged under any law in force in any Dominion, if that tax appears to the 
^ Special Commissioners to correspond with United Kingdom income-tax or 
super-tax ; 

(rf) The expression “ Dominion rate of tax ” means the rate determined by dividing 
the amount of the Dominion income-tax paid for the year by the amount of 
the income in respect of which the Dominion income-tax is charged for that 
year, except that where the Dominion income-tax is charged on an amount 
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other than the ascertained amount of the actual profits the Dominion rate 
of tax for the purposes of this section shall he determined by the Special 
Commissioners. 

For tlie purposes of tliis section, the rate of United Kingdom income-tax shall be 
ascertained by dividing by the amount of the taxable income of the person concerned 
the amount of tax payable by that person on that income before deduction of any 
relief granted in respect of life assurance premiums or any relief granted^ under the 
provisions of this section, and the rate of United Kingdom super-tax shall be ascertained 
by dividing the amount of the super-tax payable by any person by the amount of that 
person’s total income from all sources as estimated for super-tax purposes.” 

****** 


Under that section a person wliose income is assessed both in the United 
Eingdom and in India is entitled to claim from the authorities of the 
United Kingdom a refund or rebate of the rate levied in India np to one- 
half of the English rate. 

Section 49 of the Indian Income-tax Act, therefore, provides that where 
any further relief is to be given in order to secure that such a person shall 
not pay a higher rate than the highest rate in either country, such relief 
will be given by India, subject to the limitation that the relief given in 
India shall not exceed half of the rate of income-tax and super-tax com- 
bined. Up to the year 1921-22 the Indian rates of income-tax and super- 
tax combined were less than half the rates in the United Kingdom, and, 
therefore, no claim can be made under this section in respect of tax levied 
up to that year. Relief can only be claimed in India, when owin^ to any 
alteration in the rates, the Indian rate is more than half the English rate, 
and the amount of relief would merely be the amount by which the Indian 
rate exceeds half the English rate. The rates prescribed in India for 
the year 1922-23, in some cases now amount to moj-e than half the 
English rates as fixed for the year 1921-22. The table below shows the 
amount of English income-tax and super-tax and the effective rate per 
rupee contrasted with similar figures for the Indian rates for those years. 



English. 



Indian. 





Effective 



Effective 

Income. 

Income-tax. 

Super-tax. 

rate per 
rupee. 

Income-tax. 

1 

Super-tax. 

rate per 
mpee. 

Rs. 

Rs. 

Rs. 

1 

Rs. A. r. 

Rs. 

Rs. 

Rs. A. p. 

30,000 

7,875 

— 

0 4 25 

! 2,343 

— 

0 16 

45,000 

13,500 

1.312 

0 5 -iV 

4,218 

— 

0 16 

60,000 

18,000 

3,187 

0 5 74 

_ 5,625 

625 

0 18 

75.000 

22,500 

5,437 

0 5 1U5 

7,031 

. 1,562 

0 1 10 

90,000 

27.000 

8,062 

0 6 2; 

8,437 

2,500 

0 1 llj 

305.000 

31,500 

11,062 

0 6 5,y>. 

9.814 

3,594 

0 2 4- 

1-20,000 

36,000 

14,437 

0 6 8r\ 

11.250 

5,000 

i 0 2 2 

135,000 

40,500 

18,187 

0 .6 Hi 

12,056 i 

0,406 

0 2 3^- 

150,000 

45,000 

21,937 

0 7 1§ 

14,062 

7,812 

0 2 4 

225,000 

67,500 

40,687 

0 7 

21,094 

17,9';9 

0 2 9i 

300,000 

90,000 

. 59,437 

0 7 ll| 

28.125 

31,250 

0 3 2 

450,000 

135.000 

700,687 

0 8 41- 

42.187 

68,750 

0 3 Hi 

600,000 

180.000 

145,687 

0 8 8-;-, 

56,250 

1,20,312 

0 4 8i 

Companies 

— 

— 

0 4 9A 

— 

— 

0. 2 6 
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It will be observed tbat tbe rate for individuals and firms is less than 
balf tbe English rate upto an income of lakbs. Persons with such 
incomes can, therefore, claim a refund or rebate of the whole of the 
Indian rate to be set against the English rate from the authorities in 
England. The English rate for an income of 6 lakhs is 8 annas and 8^ 
pies, and a person who has paid income-tax both in the United Kingdom 
and in India on an income of 6 lakhs could claim a refund from the 
English authorities of a -sum equivalent to 4 annas and 4^^ pies per 
rupee on his assessed income and thereafter could claim from the Indian 
Income-tax authorities a refund of 4| pies per rupee of his assessed in- 
come. It is to be particularly observed that the comparison is of rate 
of tax with rate of tax, and not of the comparative amount's of tax paid 
in either country. Eurther an assessee must tirst get his relief from the 
authorities in the United Kingdom and only then can he claim a refund 
of the balance from the Indian Income-tax authoz'ities. He cannot claim 
a rebate in India during an assessment and he must produce proof that he 
has obtained relief from the English authorities and of the amount of 
that relief. 

It will also be noted in the above table that the amount of relief .which 
a company can get under the English Act is at the rate of 2 annas and 41- 
pies in the rupee, and that the amount that it can claim from the Indian 
authorities would be at a rate of 1-i pies per rupee. The reason for the 
comparative high rates in India as compared with the United Kingdom 
of the tax on companies is that the Indian rate includes the super-tax 
cn companies while the English rate does not include the United King- 
-dom Corporation tax. At the same time it must be noted that the Indian 
Tate of 2 annas and 6 pies given in the above table for companies is a 
rate which is actual practice would never be reached. It includes the 
1 anna and G pies income-tax rate and the flat rate of 1 anna for super- 
tax ; but the flat rate of 1 anna is never charged on the whole of the asses- 
sable income, but only on the portion of the income in excess of Ks. 50,000. 
Thus in the' case of a company with a profit of 1 lakh, the efiective rate 
would merely be 2 annas and the effective rate in the case of a company 
with a profit of 2 lakhs would only be 2 annas and 3 pies. In both these 
cases full relief would be obtainable in the United Kingdom and no 
relief could be claimed in India. 

This section merely, provides for relief from double taxation where 
the same income is assessed to income-tax both in the United Kingdom 
,and in Indian It does not provide for relief in other cases. 

86. Prosecution for offences. (See also paragraph 63.) Prosecution of 
.assessees for offences under sections 51 and 52 cannot be commenced except 
.at the instance of an Assistant Commissioner and, the Assistant Commis- 
:sioner is, under section 53, empowered to stay any such proceedings or 
•compound any such offence. The power of compounding an offence is one 
that can be exercised not only after proceedings have been commenced, 
hut before proceedings are instituted at all. 

87. Income-tax records to he heft confidential. {Section 54.) — ^While 
the Act of 1918 merely penalised the disclosure by a public servant of the 
particulars contained in any statement or return furnished under the Act, 
section 54 fru'ther penalises the disclosure of any particulars contained in 
nny accounts or documents produced under the Act or in any evidence 
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’ given or deposition made in tlie course of proceedings under tlie Act or 
in any record of an assessment proceeding or proceedings for recovery of 
a demand, and debars tbe Courts from requiring public servants to pro- 
duce income-tax records or to give evidence respecting tbe same. 

Tbe proviso to sub-section (2) contains provisions stating in wbat parti- 
cular cases information may be disclosed. Tbe effect of tbe provisions is 
tbat information obtained in connection witb tbe assessment of incomes 
and recovery of tbe tax may be disclosed by public servants "to sucb persons 
only as act in tbe execution of tbe Act and where it may be necessary to 
disclose tbe same to them for tbe purposes of tbe Act, or in order to, or in 
tbe course of, a prosecution for perjury committed in connection witb 
proceedings under tbe Act. Proviso (c) was inserted mainly for tbe pur- 
pose of extending tbe protection to every action of a public servant in 
pursuance of tbe provisions of tbe Act or tbe rules sucb as tbe service of a 
notice by a ffix ture. Apart from these particular cases it is essential tbat 
all records should be kept strictly confidential, and, in particular, tbe 
practice in’ certain provinces of furnishing information to local authori- 
ties, who impose a tax on “ circumstances and property ” or a local 
income-tax, of tbe details of assessment made by the income-tax authori- 
ties must cease. 

Por tbe meaning of tbe phrase “ public servant ” see paragraph 8. 

88. Swper-tax . — Tbe provisions of tbe Act regarding income-tax other 
than those specially excepted in section 58 apply also to super-tax which 
is merely, as stated in section 55, “ an additional duty of income-tax.'^ 
Super-tax is levied at tbe rates specified in tbe Pinance Act (see last page 
of Part I of this Manual). 

Tbe super-tax on companies is levied at a flat rate on tbe whole of tbe 
profits of a company. This tax on companies, which talces tbe place of 
tbe tax formerly levied at a graded scale of rates on tbe “ undistributed 
profits ” of a company, is levied on tbe company as sucb on account of tbe 
special privileges which companies enjoy by statute in tbe shape of 
corporate finance and limited liability. No refund on account of super- 
tax on companies is, therefore, allowed to sbai’ebolders. 

Apart from tbe tax^on companies which stands ill a class by itself, 
super-tax is levied on a scale of graduated rates. While in tbe* case of 
income-tax tbe difierent rates are applied to tbe whole of an assessee’s in- 
come, tbe diiferent rates of super-tax are levied on successive “ slices ” 
oi income, i.e., on tbe portions of an assessee’s income in excess of certain 
limits or tbe portions lying between certain limits. 

Hindu undivided families are treated for purposes of super-tax, as for 
income-tax purposes, as separate assessees. 

Unregistered firms are also treated as separate assessees. Where, how- 
ever, an unregistered firm itself is not assessed to income-tax, {c.g., if its 
assessable profits ai’e less than Bs. 50,000), in tbat case only is tbe income 
which any individual member of an unregistered firm receives from tbe 
firm included in bis total income. 

Registered firms are not assessed to super-tax, but tbe shares of part- 
ners in registered firms are included in tbe total income of tbe individual 
partners on which super-tax is levied and similarly tbe dividends of share- 
holders -received from companies are included in the individual income of 
•those shareholders. 


\ 
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Tlie tax is levied on “ total income ” and “ total income ” in all 
cases means exactly tlie same tMng as total income calculated for income- 
tax prxrposes witL. tlie solitary exception tliat vliere an unregistered firm- 
is itself assessed to income-tax, tke share of the profits of a member of the* 
un'registered firm is excluded from bis total income for super-tax purposes.- 

89. Deduction of swper-tax at the source . — ^Tbe one exception to the- 
general rule that super-tax is not deducted at ibe source is that provided 
for in section 57. That provision is rendered necessary owing to tbe 
difficulty of obtaining super-tax from non-residents. Section 57 (7) pro- 
vides that in order to recover super-tax from tbe share of tbe profits of a- 
partner in a registered firm, who is not resident in British India, tbe resi- 
dent partners are themselves jointly and severalty liable to pay tbe super- 
tax due from the non-resident in respect of bis share, and sub-section [2) 
similarly makes tbe principal officer of a company liable to deduct any 
super-tax due on dividends payable to a sbarebolder who, to bis know- 
ledge, is not resident in British India. Tbe liability merely attaches in 
cases wbere^tbe amount of tbe profits or dividends payable to tbe non- 
resident partner or sbarebolder is, taken by itself, liable to super-tax on. 
tbe assumption tbat it represents tbe whole , income of tbe non-resident 
partner or sbarebolder. Tbe Act does not require tbe resident partner oi- 
the principal officer to obtain from tbe non-resident partner or sbarebolder- 
a statement of any other income tbat may accrue to him in British India. 
Where there is reason to believe tbat there is such other income it will be- 
necessary to rely on tbe provisions of sections 42 and 43 of tbe Act. In 
tbe case of companies tbe obligation to deduct applies only to' dividends,, 
and does not apply to other sums which a non-resident may receive from 
tbe company by way of tbe interest on debentui-es or remuneration such as 
director’s fees. If tbe non-resident is himself assessed through an agent, 
sub-section (3) provides that tbe amount deducted at tbe source in this- 
manner shall be taken into account in determining tbe amount payable by 
him in respect of any other income. 

These provisions sbo-uld only be rigidly enforced in cases where tbe tax 
cannot be easily collected through an agent of tbe non-resident (section 
43). In tbe case of registered firms it should in most cases be possible to- 
treat tbe person who registered tbe firm as tbe agent of tbe non-resident 
partner and to require him to disclose tbe whole income accruing in India- 
to such non-resident. 

90. Rules . — Buies made under section 59 of tbe Act by tbe Board of In- 
land Bevenue are contained in Part II of this Yolume. With tbe exception, 
of tbe rules first made under tbe Act, tbe power to make rules is, under sec- 
tion 59 {3), subject to tbe condition of “ previous publication.” Tbe 
meaning of tbe pbi^ase “ subject to tbe condition of previous publication 

is given in section 23 of tbe General Clauses Act, (Act X of 1897) viz. : — 

" Where, by any Act of the Governor Gener.al in Council or Regulation, a power to 
make rules or bye-laws is expressed to be given subject to the condition of the rules or 
bye-laws being made after previous publication, 'then the following provisions shall apply, 
namely : — 

(1) the authority having power to make the rules or bye-laws shall before making 
them, publish a draft of the proposed rules or bye-laws for the i;iformation of persons 
likely to be affected thereby; 

(2) the publication shall be made in such manner as that authority deems to be- 
sufficient; 
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(3) there shall be published with the draft a notice specifying a date on or after 
which the draft will be taken into consideration ; 

(4) the authority having power to make the rules or byelaws, shalk consider any 
objection or suggestion which may be received by the authority having power to make 
the rules or bye-laws from any person with respect to the draft before the date so 
si'*ecified ; 

(5) the publication in the Garette of a rule or bye-law purporting to have been made 
in exercise of a power to make rules or bye-laws after previous publication shall be con- 
clusive proof that the rule or bye-law has been duly made.” 

91. Composition not permissible. — The provision in previons Acts that 
allowed a system of composition of assessment and enabled the Income-tax 
-Officer under specified conditions to enter into compositions with assessees 
has been omitted from the present Act. No composition of assessment 
can, therefore, now he made although any composition entered into before 
the present Act came into force must be given effect to for the period for 
which the agreement was made. 

92. Assessment of Indome-tax on married women. — Although there is 
no specific provision to this effect in the Act, a married woman is charge- 
able as if unmarried and has to be separately assessed in respect of her 
separate income. 

93. Method of serving notices or regnisitions . — ^TJnder section 63 of the 
Act a notice or requisition may be served either by post or in any manner 
provided for the service of srimmons under the Code of Civil Procedure. 
The words “ by post ” under section 27 of tlie General Clauses Act, X of 
1897, mean “ by registered post.’’ 

Section 63 (2) specially provides that in the case of firms or Hindu 
undivided families a notice or requisition may be addressed to any 
member of the firm or to the manager or any other male member of the 
family. 

94. The determination of the Income-tax Officer by whom an assess- 
ment is to he made. — ^While for the reasons given in paragraph 22 every 
Income-tax Officer is, under section 64 (4), vested with all the powers 
conferred by or under the Act on an Income-tax Officer in respect of any 
income, profits or gains accruing or arising or received within the area 
for which he is appointed, the question of the Income-tax Officer by whom 
a particular assessee is to be assessed has to be determined in accordance 
with the provisions of sub-sections (7) to (•!) of section 64. Under those 
provisions, if an assessee carries on business, he has to be assessed by the 
Income-tax Officer of the area in which his principal place of business is 
situate; in all other cases an assessee has to be assessed by the Income- 
tax Officer of the area in which he resides. Where there is any doubt 
or dispute on any such question, the question is to be finally determined 

Commissioner of the province in which the areas are situate. 
AV^hei’e the areas are situate in more than one province, the question is 
to be determined by the Commissioners of the provinces concerned in 
consultation, and where two Commissioners are not in agreement, the 
question will be determined by the Board of Inland Revenue. In all 
cases of dispute, however, before any such question is determined, the 
assessee must be pven an opportunity of representing his views. 

95. Reference to Bigh Court. (Section 66.)~Undev the Act of 1918 
■a reference to the High Court on a question of law might be made only 
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ii tJie iieaQ oi t/ub muuiJLic-ii'ttx d.epai'tin.eii't in a province saw fit. He was- 
not requii'ed to make any sucli reference on tlie application of an assessee- 
if satisfied tliat tlie application was frivolous dr tliat a reference was un- 
necessary. Under section 66 of tlie Act, tfie Commissioner of Income- 
tax lias no longer power to witfiliold a reference on tliese grounds but is- 
required to state a case to tfie Higb Court on tfie application of an assessee. 
In order to provide against frivolous or unnecessary applications, sub- 
section (2) requires tbat every siicb application shall be accompanied by 
a fee of Hs. 100 or such lesser sum as may be prescribed by rule made by 
the Board, of Inland Hevenue (no lesser sum has yet been prescribed). 
In order to safeguard tbe revenues, sub-section (7) provides that tlie fact 
tbat a case bas been stated to tbe Higb Court shall in no way stop tbe- 
collection of tbe tax. from tbe assessee. 

An application for a reference to tbe Higb Court can only be made- 
after an appeal to tbe Assistant Commissioner under section 31 or an 
appeal under section 32 to tbe Commissioner bas been disposed of. An 
assessee must therefore exhaust bis remedies of appeal to tbe income-tax 
authorities before requii’ing a reference to tbe High Court. As it is 
desirable tbat questions of principle should, so far as possible, be settled' 
by tbe revenue authorities, tbe proviso to sub-section (2) provides tbat if 
on receipt of such an application tbe Commissioner is himself prepared to 
give a ruling in favour of tbe assessee on tbe point of law raised, tbe 
applicant may withdraw bis application for a reference to tbe Higb Court 
in wbicb event tbe fee paid shall be refunded. 

No reference may be made to *tbe Higb Court on a question of fact. 
Tbe Commissioner, under these provisions, may therefore only withhold 
an application for a reference to tbe High Court if be considers tbat a 
point of law is not involved' If be does withhold it on tbat ground, tbe 
applicant under sub-section (5) may apply to tbe Higb Court for a man- 
damus requiring tbe Commissioner to state a case, and if tbe Higb Court 
issues such a requisition, tbe Commissioner must state a case. 

Tbe Commissioner retains tbe power to state a case to tbe Hign Court 
on bis own motion or on a reference from any income-tax authority sub- 
ordinate to him. No authority other than tlie Commissioner is au-tboris- 
ed to state a case for tbe High Court. 

Tbe application for a reference must be made by tbe assessee within 
one month of tbe passing of an appellate order, and tbe reference to tbe 
Higb Court must be made by tbe Commissioner within one month of 
tbe receipt of tbe application. 

96. 'Assessment of insurance companies . — ^IJnder section 59 (2) (ii) 
special rules have been made prescribing tbe manner in wbicb and tbe 
procedure by wbicb income, profits and gains shall be arrived at in tbe 
case of insurance companies. Tbe rules so made are rules 25 to 32 while 
rule 35 deals with the particular case of non-resident companies. 

Under these rules tbe income, profits and gains of life assurance com- 
panies incorporated in British India are determined by taking tbe annual 
average of tbe total profits disclosed by tbe last actuarial valu- 
ation, adding thereto any deductions made from the gross income in 
arriving at the actuarial valuation wbicb are not admissible under the- 
Income-tax Act and adding also any Indian income-tax deducted from 
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•or p^id on inconio derived from investments before sneb. income is re- 
■ceived. If tbe Indian income-tax deducted at tire source from interest 
on investments exceeds tbe tax on profits tbus calculated, a refund is 
permitted of tbe amount by wbicb tbe deduction from interest on invest- 
ments exceeds tbe tax payable on profits. Tbe same provisions under 
i-ule 26 apply also to tbe determination of tbe income, profits and gains 
•derived from tbe annuity and caintal redemption business of life assur- 
ance companies, tbe profits of wbicb can be ascertained from tbe results 
of an actuarial valuation. 

For tbe purpose of refund :n sucb cases it is ibe annual average of tbe 
tax deducted from tbe interest on tbe company’s investments at ibe 
source tbat is to be taken and not, as bas been sometimes claimed by in- 
surance companies, tbe tax actually paid during a particular year of 
assessment. Tbe reason for this is obvious. Tbe metbod of assessment 
based on tbe previous valuation is itself a concession wbicb, if tbe com- 
panies wisb to enjoy, tbey must take as a wbole. If tberc were to be a 
■subsequent re-adjustment witb reference to any of Ibe transactions in tbe 
current actuarial period, tbis would bave to be made after tbe period was 
nlosed witb reference to tbe transactions of tbe company as a wbole during 
tbat period, but tbis course would obviously not be suitable as it would 
mean very long deferred adjustments. 

In other classes of insurance business (fire, marine, motor car, burg- 
lary, etc.), an annual calculation of profits is practicable, and rule 29 
provides in tbe case of those particular businesses for tbe metbod of 
treating sums placed by companies carrying on some or all of these 
branches of insurance business to reserves for unexpired risks, Tbe 
•reasons underlying tbe concession granted in tbis rule should be carefully 
noted. Tbe profits, derived, for instance, by a Fire Insurance Company 
from tbe premia which it receives cannot be finally determined until tbe 
policies issued in retxirn for tbe premia bave expired and tbe risks to tbe 
company thereunder bave terminated ; and, as the periods during wbicb 
tbe risks endure will not ordinarily coincide witb tbe period on which the 
assessment to income-tax is based, it is necessars’ to frame some estimate 
of tbe expenditure wbicb tbe company will be called upon to incur owing 
to tbe fact tbat tbe risks covered by its premium income in tbe year of 
assessment bave not entirely ceased. Witb proper safeguards to prevent 
manipulation of tbe accotmts, tbis estimate can equitably be made by 
treating sums placed by insurance companies cariying on these classes 
of business to their reserves for unexpired risks as expenditure incurred 
solelj’- for tbe purpose of earning tbe profits of tbe business. And where, 
as not infrequently’" occurs, tbe reserve is divided into two parts of wbicb 
the first is intended to cover normal unexpired risks and is generally 
leckoned at a fixed percentage of tbe premiums, and tbe second is intended 
to cover exceptional losses from widespread calamities, tbe rule allows 
this treatment to additions to both parts of tbe reserve. Tbe safeguards 
against abuse wbicb the rule imposes are as follows: 

(I) -^11 0^ account of unexpired risks, wbicb a companv 

wishes to bave ti’eated as expenditure for income-tax or 
super-tax purposes, must actually be credited to a Fund in 
tbe accounts of tbe Company ; 
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(2) Tliey luust also le specifically appropriated to meet liabilities 

under existing contracts; and 

(3) Tlie contracts must be witb policy-bolders. 

Tlie only other fund established by insurance^ companies for which 
special provision is made in the rules (Rule 30) is the Investment Re- 
serve Rund. Amounts actually credited by an insurance company of 
any kind in the ordinary accounts of its business for the accounting 
period to its Investment Reserve Rund for the purpose oi meeting de- 
preciation in the value of- its securities can be treated as expenditure in- 
curred for the purpose of earning' the profits of the business in determin- 
ing the taxable income of the insurance company in that year. The 
reasons for this departui'e from the general rule that reserves are not 
allowed as a business expense are as follows : — In the first place it may 
be noted that these adjustments are not optional; the company is re- 
sumed to make them in order to ensure that its assets are not overstated 
in the valuation. The transfer of sums by a Life Assurance Company 
to Investment Reserve Rund differs, moreover, essentially from' the 
placing of amounts to reseiwe by a bank or ordinary commercial com- 
pany, either for the purpose of extending its business, or for the provi- 
sion of additional working capital: the sums thus placed to reserve are 
practically speaking composed of undistributed profits. There is also a 
substantial difference between this transaction on the part of an In- 
surance company, and that by which a bank writes off the depreciation 
of the securities which it holds. A bank meets depreciation by reducing 
its Reserve Rund : a Life Insurance Company meets it by reducing its 
Life Assurance Runds, and this reauction may be made either by writing 
down its assets or by leaving the assets unaltered, and setting up as a 
liability an Investment Reserve Rund equal to the depreciation. The 
latter course is usually- adopted : but in both cases the depreciation is a 
loss, and to tax the amount of depreciation would lead to the anomalous 
result that the greater the loss to the company the greater would be the 
amount which it is required to place to its Investment Reserve Rund, and 
consequently the greater the tax' it would have to pay. 

r ^ 

On the other hand should the accounts show a credit for “ apprecia- 
tion ” of assets, rule 30 provides for such appreciation being taxed. The 
words “ as has been otherwise taken into account ” in the latter portion 
of rule 30 mean “ having been carried to the life assurance fund or other- 
wise taken into account.” 

The reason for the use of the word “ may ” instead of “ shall ” in. 
rules 27, 29 and 30 is that while the concessions conferred by these rules 
should be granted' as a general practice the income-tax authorities retain - 
a discretion to refuse them where the rconcessions have been abused. 

Companies carrying on Dividing Society or 'Assessment business are 
in a different position to the insurance companies proper in that they 
have not to build up funds similar to the Life Assurance Rund of ordinary 
Life Assurance business, and their profits are not ordinarily ascertainable 
by actuarial valuation. It is necessary, therefore, to fix some arbitrary 
method of determining the taxable income of companies transacting these 
kinds of business, and under rule 31 this is done by taking 15 per cent., 
of the premium income in the ^‘previous year.” 




PART IV. 

HIGH COURT RULINGS. 
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Case No. 1. 

BENGAL HIGH COURT CASE, NO. 40 OP 1920. 

“There can he little' doubt that when a lease is granted, the amount fixed _ for 
periodical payment is not independent of the amount paid in a ^ump sum as premium. 
The capitalised value of the sum periodically payable taken along with the premium 
constitute in the aggregate the consideration for the grant; so that the larger the ono 
element, the smaller the other. Prom this point of view, wo must hold that the premium 
paid for the settlement of waste lands or abandoned holdings may reasonably bo regarded 
as ‘ rent or revenue ’ derived from land, within the meaning of that expression as used 
in the definition of ‘ agricultural income, ’ in section 2 (1) (a). 

But these considerations do not apply to the salami or premium paid for recognition 
of a transfer of a holding from one tenant to another. When the transfer is recognised, 
the original tenancy continues, and there is no new demise. The sum paid as salami or 
premium in such circumstances is obviously not rent in any sense of the term; nor 
can it bo deemed the return, yield, or profit of any land. The money is paid by the 
transferee to the landlord to purchase peace, so that he may not contest the validity of 
the transfer. Wo cannot hold that money so levied by the landlord can be comprised 
within the scope of the definition of agricultural income. 

Finally, the contention that illegal abwabs, such as vitarayan, constitute agricultural 
income, is manifestly untenable. The item uttarayan is a voluntary payment, made by 
tenants, at one pice per rupee of their rents, for expenses of the Bastu Puja pn the 
Uttarayan Sankranti day (the last day of the Bengali month poi/s) and for distribution 
of sweets and oranges to all servants of the estate. Government officers and local residents. 
The item consequently is an illegal exaction and cannot, on the widest interpretation which 
may be placed on the phrase ‘ rent or revenue, ’ be possibly included therein ; nor can 
it be said to be derived, that is drawn, or obtained from the land. We 'do not feel 
pressed by the contention that if the income from the uttarayan bo treated as assessable, 
there would be an indirect recognition of it by Government; for, all that wo have to 
consider is, whether it is exempted from assessment, because, if not exempted, it must 
be taxed as included in the all comprehensive expression in section 3 (f),namoly ‘ income 
from whatever source it is derived.' Reference may in this connection be made to the 
decision in Partridge V. Mallandaine. _ In that case, it was ruled that persons receiving 
profits from betting systematically carried on by them throughout the year as book-makers 
on race courses, were chargeable with income-tax on such profits, even though bets were 
considered null and void and not recoverable in law. Denman 3. said that even an 
illegal vocation would be taxable on its income, as ‘ if a man were to make a systematic 
business of receiving stolen goods, and to do nothing else and were thereby to make 
a profit of say £2,000 a year, the Income-tax Commissioner would bo quite right in 
assessing him if it were in fact his vocation.’ We hold accordingly that income derived 
from illegal abwabs, such as Uttarayan, is not exempt from assessment.” 

Case No. 2. 

PATNA HIGH COURT CASE, NO. 74 OF 1919. 

Miscellaneous Judicial Case. 

The question upon which the opinion of the High Court is sought is whether the 
Ehikanpur Sugar Concern is liable to pay income-tax in respect to that portion of 
its profits derived from the sale of the finished article in so far as it is manufactured 
fiom sugar-cane grown by its own servants on its own land, or whether it is exempted 
on the ground that such income is “ agricultural income ” within the meaning of sections 
2 and 4_ of the Act. By section 4 income of this nature is not chargeable to income-tax. 
By section 2 agricultural income is defined. By clause (1) (6) of that section agricultural 
income includes any income derived from (ii agriculture, or (ii) the performance by 
11 cultivator or receiver of rent-in-kind of any process ordinarily employed by a cultivator 
or receiver of rent-in-kind to render the produce raised or received by him fit to bo taken 
to market. 

It is contended on behalf of the factory that the income derived f-rom the sale of 
the finished product manufactured by them at their factory from the raw material grown 
upon their own land is covered by the words of section 2 (i) (b) which I have just quoted. 
In order to determine this question it is necessary to consider the circumstances under 
which the factory carries on its business. It is owned by a private company, the business 
being conducted under the direction of a ^Manager who is also a share holder in the 
Company. It owns a sugar factory equipped with modern machinery by which the 
sugar-cane is converted into refined sugar ready for domestic purposed It carries on 
iiusiness on a large scale. During the year of assessment 744,398 maunds of sugar-cane 

K 2 
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of which rather more than half was grown on the factory s own land passed through 
the mills the remainder being purchased from cultivators of sugar-cane in the neighhour- 
hood The gross proceeds of this sugar-cane amounted to nearly 6 lakhs of rnpeos and' 
that of molasses for the same period to about Rs. 44,000. The net profits for the year 
were stated to be Rs. 1,75,000 on which income-tax has been assessed at Es. 10,937. The 
factory has lodged an objection in respect to Rs. 7,801 of this assessment as representing 
a tax on the profits derived from sugar-cane grown by themselves. From the accounts 
it appears that the agricultural branch which deals with the cultivation of the raw 
material and the factory branch are kept separate. It is not stated what the profits 
of the agricultural branch are but these would appear to be exempt from taxation. The 
piocess of manufacture adopted by the factory is similar to that employed by other sugar 
refineries in other parts of the world. 

The main question for determination is whetirer the process of manufacture carried 
on by the company can be said to bo the performance by a cultivator of any process 
ordinarily employed by a cultivator to render the produce raised fit to bo taken to 
market. In order to "determine this it is nccessaiy to enquire as to what are the 
processes ordinarily employed by cultivators of sugar-cane. It is common ground that 
the vast bulk of the suga"r-cano in this country is cultivated by raiyats of agricultural 
villages. This they either sell in a raw state to middlemen or owners of factories or 
country mills or they reduce it by certain simple processes of cru.shing and boding to a 
substance known as rah, a kind of molasses in a crude stale and then sell it to the 
factories where it is subjected to a further process of refinement in order to make it fit 
for domestic use as sugar. It is also not di.sputed that a very small fraction of the 
sugar-cane produced in this country is grown by the owners of factories themselves. 


I have slated enough to show that the processes employed by the factory are in kind 
as well as in degree vastly different from those ordinarily employed by a cultivator 
in order to render the produce fit for the market. Indeed the market to which the 
cultivator ordinarilj' takes his ii'ares is not the same market as that in which the refined 
sugar manufactured by the factory is sold. The" market of the vast majority of 
cultivators of sugar-cane is the sugar refinery itself or the country mill. The market of 
the sugar factoiy is the retail dealer of the finished product fit"for domestic use, and' 
in my opinion it is not possible to hold that the proco.sso.s employed by a sugar factory 
in order to render it fit for their customers arc tho.se ordinarily employed by a cultivatoi 
to render it fit for his. It is true that the cultivator in some cases subjects the rav, 
material to certain manufacturing processes resulting in the production of the juice 
or rah before disposing of it to his customers but even assuming that the performance 
of these processes by the cultivator would come within the moaning of section 2 (7) 
(h) (n) the matter so far as ho is concerned stops there and a groat deal more has to bo 
done by the factories to refine and crystallize the product before it is fit for the market 
with which they deal. 

It was contended on belialf of the objector that the words “ process ordinarilj' 
emploj'cd ” have reference to the processes ordinavilv cmploj'cd by sugar factories or 
anyone else if they happen to be cultivators in rendering tlie produce fit for the market 
and that if a person is a cultivator and employs such processes in the ordinarj’ course of 
his business he comes within the exemption created by tlio section. I do" not think 
the section can bo read in this sense. It refers to the performance by a cultivator 
of a process ordinarily employed by a cultivator which I think means in ordinarj' use 
amongst cultivators and not to a process ordinarily employed by any body else, and 
had the meaning been that contended for, it is difiicult to see what interpretation can be- 
given to the words “ by a cultivator or receiver of rent-in-kind.” 

It is next contended that as this is a taxing statute it should be srtictlj' construed' 
in favour of the subject and if there is any ambiguitj' in the moaning he should be 
allowed the benefit of the doubt. I do not think the construction of the section gives- 
rise to any difficulty. The real question for determination is one of fact, viz., whether 
tlie process employed by the factory is that in ordinary use by cultivators and in my 
opmion the evidence shows that it is clearly not. 

I tbo history of the assessment to taxation of tho income 

of the Bhikanpur factory throws some light upon tho intention of tho legislature. 


I agree where there has been a long course of decisions determining tho construction 
Or a statute, this may be taken into consideration in construing a new enactment passed 
in the same terms as pre-eifisting statutes but a single decision such as that referred to 
cannot in my opinion fomi the basis of any presumption as to tho intention of tho 
legislature in tho present case. Moreover, as is pointed out by Mr. McPherson in the 
order of reference the word factory which appears in the proviso to sub-clause (c). 
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'Of section 5 o£ the old Act has been omitted from section 2 (1) (h) (tv) of the present 
Act “ presumably lest its presence might lend colour to any claim of the nature now 
under consideration.” 

It is further contended that the factory was never taxed before the year 1916-17 
and for many years they have made an income from sugar. 

**«*«■» 

I do not think the fact that it has escaped taxation in the past is in itself a good 
reason why it should still escape unless it is in fact exempted by the Income-tax Act 
itself. In my opinion they are not exempted under the clauses of the Act relied on 
for the reasons above given and I would answer in the aflirmative the question submitted 
to us whether the Bhikanpur Concern is liable to income-tax in respect to that portion 
of its produce which is derived from sugar-cane grown by its servants on its_ own 
land and in the negative the question whether it. is exempted by reason of the provisions 
cfulaiuecl in section 2 (2) (h) (tf) of the Act. 

A further point was taken by the learned Advocate General on behalf of the Board 
of BevenuOj viz., that a company in the position of the Bhilcanpur Concern caimot bo 
said to be a cultivator within the meaning of section 2 of the Act. He pointed out 
that the Company really consisted of two distinct entities, one interested only in the 
production of sugai--cane and the other in the manufactrfre of refined sugar and tho 
accounts show that the factory branch really bought from the agricultural branch tho 
raw sugar-cane at a fixed valuation of 7 annas pov maund which was credited to tho 
agricultural branch in the factory accounts and that in such circumstances the cultivation 
of the raw material was only ancilliary to the manufacture of the finished product 
whereas in the case of a cultivator contemplated by the Act tho process of manufacture, 
such as it is, is merely ancilliary to the cultivation of the raw produce in order to make 
it fit for the market. In support of this contention the case of tho Stamp Reference 
•reported in I. L. R., 5, All. 360, was relied upon. That case dealt with tho meaning 
of the term cultivator in the second schedule of the Stamp Act of 1879 and held that it 
did not include farmers, middlemen or lessees even though cultivation was to some 
•extent carried on by them in the area covered by their lease but included only those 
■jpcTsons who actually cultivated the soil themselves or by members of their household 
or by hired labour and with their own or hired stock. The question in that case was 
•whether a kabuliyat executed by a lessee of certain land the greater portion of which 
'was not cultivable or susceptible of being treated as a cultivator’s holding was exempted 
f;om stamp duty under the Act of 1879. The Court found that although some small 
portion of the land might have been brought under cultivation by the lessee he was not 
a cultivator within the meaning of. the Act having regard to the purposes for which 
the land was held. That case does not in my opmion support the contention of tho 
learned Advocate-General in tho present case. Having regard to the purposes for which 
the Company’s land was used and the fact that they did cultivate it for their own 
purposes by their own servants, I think they must be held to be cultivators within the 
ordinary meaning of that term. But in so far as they were carrying on a business of 
sugar manufacturers I do not think that the processes used by them for that purpose 
•were those ordinarily employed by cultivators for the purpose of rendering the produce 
fit to be taken to market. The truth is, in my opinion, that the Bhikanpur Concern 
was really acting in a dual capacity. In so far as they were cultivators of sugar-cane 
their operations ceased when they handed over the raw material to their factory branch. 
In so far as they ■were manufacturers of refined sugar they were carrying on a business 
^vhich required the adoption of manufacturing processes not ordinarily used by cultivators 
before disposing of their produce in tho market. In fact there is no evidence to show 
that any other sugar factories of this nature convert into refined sugar produce grown 
on their own farms but even assuming that there may be a few isolated instances in 
which this is done it cannot in my opinion be said that this process of manufacture 
i.s one ordinarily employed by a cultivator. 

Case No. 5. 

BENGAL HIGH COURT CASE, NO. 83 OF 1920. 

The question for determination is, whether the Killing Valley Tea Company are 
liable to be assessed on their annual profits under the Income-tax Act. 

<‘ * * * * * 

It cannot be disjnited that section 3, sub-section (1) makes the profits of the Company 
liable^ to assessinent unless such profits constitute “ agricultural income ” within the 
meaning of section 4 read with section 2, clause (1). The income-tax authorities have 
held that the profits do not constitute agricultural income. The Company maintain the 
lOj'posite conclusion. We are of opinion that both the contentions are erroneous. 
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The process employed by the Company for tlie cultyiatiop of tea bushes and manufac- 
ture of tea as a commercial commodity are thus described in their statement of case : 

“ After the tea bush has been planted and lias arrived at a proper state_ of maturity, 
the young green leaf is selected and plucked by iiand from the bush. It is then dried 
or withered and rolled, dried and stored. The actual dried and rolled leaf, the produce 
of the tea bush, is then sent to the market. In tho very early days of tea cultivation, 
the green leaf was dried or withered in the sun and was thou rolled by hand. This 
primitive method was replaced by machinery. Tho effect of these processes being 
carried out by machinery in no way alters^the processes or affects tho result. It only 
leads to a quicker manipulation of the leaf. The types of machinery at present in use are 
tl'.ose which have been in use for the jiast fifty years, or thereabouts. The actual leaf 
of the tea plant, without the addition thereto of tho processes above described, is of no value 
as a market commodity.” 

The counter-statement on behalf of the Crown is expressed in the following term.s : 

“ It is contended on behalf of Govcniment that the manufacturing processes carried out 
in a modern tea factory, with scientific appliances and up-to-date machinery, arc 
different from those ordinarily employed by a cultivator to render the produce raised 
by him fit to be taken to market. In former times, tho process of manufacturing tea was 
very simple and primitive. Tho leaf was rolled by hand and was then ‘ fired ’ in an iron' 
pan over an open fire . It is understood that this method was introdHCcd_ from China, 
where it was the ordinary method employed by the cultivators in making tea. The 
process employed in a modern tea factory goes lar beyond this. The factorv is driven 
by steam or electrical power througbout; the tea is first withered; it is then passed 
through a machine which rills it and is left for a short time to ferment, this process 
being repeated two or three times; it is then placed in another machine whore it is 
‘ fired ’ by means of hot air from a furnace which is forced through by mechanically 
driven fans; and finally, it is sorted into grades by machinery and packed for export 
or sale in the Calcutta market. It is submitted on behalf of Government that thi.s 
process is different from tho method described above by which tho Chinese cultivator- 
prepared his tea for market and which was tho original method of tea-making in India. 
The present day method is a process of manufacture and not merely a process ordinarily 
^ employed by a cultivator to render the produce raised by him fit to bo taken to market.” 

It appears to us to bo clear from tlie respective cases just set out that the process in 
its entirely cannot be appropriately described ns agriculture. The earlier part of the 
operation when tho tea bush is planted and the young green leaf is selected and plucked 
may well be deemed to be agriculture. But the latter part of the process is really 
manufacture of tea, and cannot, without violence to language, bo described ns agriculture. 
Counsel for the Company appreciated this difficulty and made an endeavour to bring the 
case under tho second clause of tho definition. That clause, in our opinion, cannot be 
applied to the case before us. The manufacture of tea as a mnrket.ablc commodity from 
the green leaves cannot bo held to be the performance by a cultivator of a "process 
ordinarily employed by a cultivator to render the produce raised by him fit to bo taken- 
to market. The assertion of the Company that the actual leaf of the tea plant is of no 
value as a marketable commodity must be taken with a qualification. Tlie green leaf 
;s not a marketable commodity for immediate use as an article of food, but it is g> 
marketable commodity to bo manufactured by people, who possess tho requisite machinery 
into tea fit for human consumption.. We must further observe in view of tho expression 
used in the definition, that tho manufacturing process cannot properly bo said to be- 
employed to render the tea loaves fit to be taken- into the market. The means employed' 
for the cultivation and manufacture of tea arc tvell-known and are stuccinclly stated in an • 
article on tea by Mr. John MoEwan in Volume 26 of tho Eleventh Edition of tlie Encyclo- 
pedia Brittanica; they are described in fuller detail in the standard works oii cultivation- 
and manufacture of tea by Lieutenant-Colonels E. Money and David Crolc. There can 
be no doubt, in our opinion, that tho entire process is a combination of agriculture and' 
manufacture. 

The principle applicable to cases of this character is now well-settled. In tho case of 
Inland Revenue Commissioners v. Ransom (H, the respondents, who wmre a limited com- 
pany carrying on business as manufacturing chemists and groivers of medicinal and other 
herbs, o-wned a factory' where the manufacture and distillation of herbs -n-ero carried on,, 
and they also occupied a farm on which they grow hei’bs for treatment in the factory. 
The respondents -were assessed to excess profits duty. On appeal by them against the 
assessment, it was ruled that the occupation of tho farm was the business of husbandry 
and that the profits of the farm should consequently be excluded for tho puropse of 
excess profits duty under section 39 of the Einanco Act, 1915, so that what remained as 
. the profits of tho factory could alone be assessed. This view was supported by reference • 
to the dictum of Lord Parker in Mitchell v. Egyptian Hotels (1), that, there was no 
reason why a corporation, any loss than an individual, should not be engaged in more 
than one trade or business at the same time. Tlie same question of apportionment arose* 
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in Commissioners of Inland Revenue v. Slaxse (2), where the Court of Appeal reversed 
the decision of Sankey J. in Inland Revenue Commissioners v. Maxse (3), and ruled that 
the proper course when a trade or business liable to duty is carried on in connection with 
a trade or business not so liable, is to sever the profits of the two businesses and assess 
'accordingly. The appellant was the sole Proprietor, Editor, and Publisher of the 
National^ Beview and was assessed on the profits of this publication. The General 
Commissioners held that the appellant was exempt from the duty, as he was the Chief 
Contributor to the review, and thus carried on the profession of a journalist, the profits 
of which depended mainly on his personal qualifications within the meaning of section 39(c) 
of the Finance Act, 1915. On appeal, Sankey J., set aside the order for exemption as, in 
his opinion the appellant was not in the position of an ordinary journalist receiving 
remuneration for articles contributed to the press, but derived his profits from the sale 
of a commodity, thereby carrying on an ordinary commercial business. The Court of 
Appeal reversed this decision and directed that the profits should be apportioned, even 
thoufdi the apportionment might be a difficult operation. The truth was, as Warring- 
ton, L. J. pointed out, that the profits were derived from two businesses, one of which 
was a profession exempt from duty, while the other was not so exempt and was assessable 
with duty. See also 2nre BJiihanpore Sugar Concern (1). The Legislature had obviously 
this* class of cases in view, as is clear from the provisions of section 43, sub-section {2L 
which embodies the following rule : — 

" Without prejudice to the generality of the foregoing power (that is, power to maka 
rules for carrying out the purposes of the Act and for the ascertainment and determina- 
tion of any class of income), such rules may, when income is derived in part from agricul- 
ture and in part from business, prescribe the manner, whether with deference to a class 
or in particular cases, by which the taxable income shall be arrived at.” 

No rules, such as would be applicable to the case before us, have yet been framed. 
When they are framed and operate as statutory rules, an assessment may be made on sucii 
portion of the profits of the Company as do not fall within the description '• agricultural 
income.” 

But although we hold that the profits of the Company are npt entirely exempt from 
assessment, it is plain that the assessment which has actually been made cannot be sus- 
.tained, as it stands j for that assessment is in excess of the sum which may be lawfully 
levied, and the extent of the excess is yet unknown, see the observations of Swinfen 
Eady, hi. R. in Commimoner of Inland 'Revenue v. il/oajse (B). 

Great stress has naturally been laid by Sir Binod Mitter, who appeared on behalf of 
the Company, on the important fact that no attempt was ever made to assess the Company 
to income-tax under the corresponding provisions of the Indian Income-tax Act (1886), • 

which have been, so far as the present question is concerned, reproduced with no sub- 
stantial variation in the Indian Income-tax Act (1918). This is no doubt a circumstance 
to be taken into consideration, for an interpretation which has long been acted on, will 
not be disregarded bj' a Court of Law. 

and the Court should have regard to the construction put upon a statute when it first came 

into force ; * * ♦ * But r » * 

where the Court is called upon to construe an Act of Parliament expressed in un- 
ambiguous language, it ought to put its own construction upon it, regardless of the con- 
struction that has been commonly put upon it ; -the fact that a mistaken interpretation has 
been generally put upon it cannot alter the law. To the same effect are the observations 
in Baleswar v. Bhagirathi * ” It is a well settled principle of interpreta- 

tion that Courts in construing a statute will give much weight to the_ interpretation put 
upon it, at the time of its enactment and since, by those whose duty it has been to con- 
strue, execute and apply it. I do not suggest for a moment that such interpretation has 
by any moans a controlling effect upon the Courts; such interpretation may, if occasion 
arises, have to be disregarded for cogent and persuasive reasons, and, in a' clear case of 
error, a Court would without hesitation refuse to follow such construction.” 

**«**■»*» 

We may add that it was stated by the Advocate-General that there has been some diver- 
gence of opinion among successive legal advisors of the Crown and that the assessment 
has been made in this instance with a view to obtain a judicial determination of the true 
meaning of the legislative provisions on the subject. Clearly we cannot, in such circum- 
stances, allow our decision to be controlled by the conduct of the Revenue Authorities in 
the past. We have finally been pressed to apply the elementary rule that taxing statutes 
must be construed strictly ; 

*♦***■»»■»• 
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Now, there is no room for controversy that the Crown seeking to recover the tax, must 
rbring the subject within the letter of the law, otherwise the subject is free, however, 
much within the spirit of the law the case might appear to be. There can be no equitable 
construction admissible in a fiscal statute} the benefit of the doubt is the right of the 
subject : 

Bearing all these principles in mind, we hold that the Company must be taxed to the 
limited extent indicated, because they come within the letter of the law to that extent. 

Case No. 4. 

MADEAS HIGH COUET, CASE NO. 4 OF 1919. 

The officiating Chief Justice . This is a case stated by the Board of 

I'evenue, imder section 51 of the Income-tax Act, VII of 1918, in which the question 
involved is whether the assessee a Nattukottai Chetti, who is the proprietor of a money- 
lending business carried on his behalf by his agents in various places including Saigon, 
Sodac and Khando situated in French-Cochin China, is liable to be taxed, under the 
provisions of this Act, in respect of the income of the business though not received in 
British India. 

The learned Advocate General on behalf of the Crown has based his contention 
on two grounds; firstly, that the income in question accrued or arose to the assessee in 
British India inasmuch as he was entitled to call upon his agents to pay the income 
to him in British India, and, secondly, that * * the business the income of which 

is sought to be taxed must be held to have been carried on in British India and, therefore, 
the income of that business is taxable. v 

It will be convenient to dispose of the last contention first. The facts in this 
connection as submitted are as follows : — The entire business operations producing the 
income are conducted at the places above mentioned outside British India by agents 
appointed for fixed periods who use their own discretion in lending money to customers. 
The only part taken by the proprietor in connection with the business is to acquaint 
himself with the state of the business abroad and occasionally to issue general instruc- 
tions. It is impossible for us, on these facts, to hold that the* business is one carried on 
in British India. 

*«*•««* 

The business here is that of money lending and the mode of carrying it on is 
left entirely to the discretion pf the agents in the places where the lending operations 
are conducted. The mere issuing of general instructions occasionally by the proprietor 
in British India and the fact of his being supplied with information from time to time 
as to the state of the business would not at all bring the case within the purview of 
the ruling referred to. As in no sense, in my opinion could the business in this case 
be said to be managed and controlled by the proprietor in British India, the statement 
oE Lord Lobeburn in De Berers Consolidated Mines, Limited versus Howe (1906) App. 
Cas. p. 455 “ that the real business is carried on where the Central Management and 
Control actually abides ” has no application. On the other hand, the observations of 
tiio Privy Council in Lovell and Christmas, Limited versus Commissioner of Taxes (1903) 
jftpp. Cas. p. 46 at p. 51 apply rather closely to the facts of the case. Their Lordships 
observe, “ One rule is easily deducible from the decided cases. The trade or business 
in question in such cases ordinarily consists in making certain classes of contracts and 
in carrying those contracts into operation with a view to profit; and the rule seems 
tn be that where such contracts, forming as they do the essence of the business or 
trade, are habitually made, there a trade or business is carried on within the meaning 
of the Income-tax Acts, so as to render the profits liable to income-tax.” It is, 
therefore, unnecessary to express an opinion on the question whether the income of a 
business contplled pd managed by a person residing in Britush India, although the 
actual operations giving rise to the income are carried on, as in this case, outside 
British India, would be assessable to income-tax. 

At one time the Advocate-General seemed even to argue that it is section 9 (1) 
by which the tax^ paj’able on account of income derived from business is to be deter- 
mined. All that it says is, “ that the tax shall be payable by the assessee under the 
head ‘ Income derived from business ’ in respect of the profits of any business carried 
on by him,” and the rest of the section deals with the mode in which such profits 
shall be computed. If section 9 (1) be taken to furnish the whole test, then section 
3 (2) would have to be excluded from consideration in dealing with the income 
derived from business. But the Advocate-General was not really prepared 
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to go so far; at- any rate, there can be no doubt that section 9 (f) must be 
read along with section 3 (2) and that it is the latter that lays down the test to be 
• applied in determining all incomes assessable to the tax including- income derived from 
business. If a certain income derived from business cannot be said to accrue or arise 
or to -be received in British India, that income would not be assessable by virtue of 
anything contained in section 9. In fact the main argument in this coimection has been 
•that_ the income of a business, which is managed and controlled by the proprietor in 
British India, accrues or arises in British India within the intendment of law, and 
because it so accrues or arises, is taxable. 

The first part of the argument does not really present any difficulty, for the language 
of section _3 seems to be unambiguous. The tax is leviable with reference to the place 
vhere the income accrues^ or arises or is received and not with reference to the residence 
of the person who is entitled to the income. This seems to be the entire scheme of the 
Act and sections 31 and 33 would appear to be illustrations of that principle. What- 
ever meaning be attached to the words “ accrue ” or “ arise ” or such as “ grows ” or 
'■ becomes due or payable,” it is impossible to hold that the income in this case could 
be said to have accrued or arisen in British India. If loans are made and the borrowers 
reside outside British India and if accounts are adjusted, the moneys lent are realised 
with profit or are capable of being realised and the profits are periodically ascertained 
and_ dealt with outside British India, it is impossible to hold that the income of such 
business accrued or arose in British India. 

A number of English decisions were discussed before us; but it is unnecessary to 
deal with them in any detail, because the English Statute under consideration in those 
cases differs in many material respects from the Indian Act. In the English Statute 
the place of residence of a person is a basis of assessment but is not so as pointed out 
above in Act VII of 1918. 


* * * * » 


Then the learned Advocate-General at one stage of his argument seemed to contend 
that the income sought to be assessed should be deemed to accrue or arise .or to be 
received in British India under the provisions of this Act, but this argument is clearly 
untenable. In the first place this phrase refers to cases set out in the Act itself (see 
for instance section 6 (5), section 8) and none of them have any application to the 
■case under consideration, and in the second place as I have shown there is no general 
rule of law by virtue of v/hich the income sought to be assessed could be said to accrue 
-or arise in British India. 

If we look at the history of this enactment, the case sought to be made on behalf 
of the Grown appears to be still more untenable. * * * 

Advocate-General himself lias informed us that, at least before 1915 or 1916 when he vvas 
consulted with respect to certain cases of n nature similar to this, the general practice 
of the Revenue Department was not to assess income of business carried on outside 
Biitish India but the proprietor or proprietors of which resided in British 
India. We are justified in assuming that the legislature was aware of this 
practice, and if with that knowledge they repeated in the new enactment the 
same words on which the practice of the Government was founded, it gives rise 
to the presumption that they did not want to assess such incomes. If the 
legislature intended to assess these incomes, and it would have been a very substantial 
. source of public revenue, they could have easily said, as in the English statute, that 
income accruing to a 'person in British India from any business wherever carried on is 
liable to be assessed. 

I would hold, therefore, that the income of the business under reference, is not liable 
! to be assessed under the provisions of Act VII of 1918. 

•K *• * * * » 

• Oldfield 'j, * * * * * Respondent has in the French Territory of 

■ Saigon a money-lending business conducted by an agent, and (according to the statement 
in his petition, which is adopted in the case submitted to us) keeps himself acquainted with 
its progress and occasionally issues general instructions.' He, however, resides in this 
Presidency and receives no" income from Saigon. On these facts is he liable for tax 
- on the profits of this business or, as he contends, will he be so, only if and when the 
-profits are remitted to him here? 

I agree with the learned Chief Justice that the answer to the first of these questions 
must be in the negative; and to justify that conclusion I refer to the scheme of the 
llncome-tax Act of 1918, under which the case has to be decided. 

* * « • * * * 
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The point is at present that section 5 ( 1 ) affords a comprehensive definition of income 
for the purpose of the Act and that this definition is to_ be regarded as controlling, not 
as enlarged by, the language subsequently used in classifying the different description*’ 
of such income and prescribing the method of assessment for each. 

* * * ^ * ♦ *■ 

The primary meaning given for the word in the Oxford Dictionary is “ to arise or 
spring as a natural growth or result; ” in Webster's Dictionary, " to come by way of 
increase,” and in Wharton’s Lav/ Lexicon “ to grow to or arise.” These, the only 
authorities referred to, show that the origin of the thing, which accrues,^ in the exertions 
of some person or othewiso, is not an essential element in the definition of the word 
“ accrue ” and cannot affect its application. This is fatal to the attempt made in tho 
first form of the argument to indentify the place of accrual referred to in section 3 ( 1 ) 
with the place in which such exertions, in tlio present caso by carrying on business, have 
taken place. I liowever, refer at once to sections 10 (5), 31 and 33 of tho Act, in the 
light of which it is contended that section 3(1) should ho construed. It might bo 
sufficient to say that the first in wliich a yerj' definifo exception is specified, and tho 
others occuiTing in a chapter headed “ Liability in special cases,” cannot be invoked as 
examplifj'ing any general principle or controlling a general definition. But in fact tho 
sole similarity between the cases dealt with in these provisions and the case before 
us is that all relate to profits earned where they are not enjoyed. Tho special provision 
in section 10 { 3 ) for liahility to assessment in British India of professional fees, which 
a resident there has received elsewhere, can be referred to no general foundation and 
is merely the recognition of a presumption of law that tho earnings of a resident in 
British India will be brought there for enjoyment, whilst sections 31 and 33 (of which 
the former statedly deals only with income chargeable under the Act) are easily 
intelligible provisions for the liability to the tax of the person, through whoso hands 
in one capacity or another the profits in question will pass in British India and whom 
therefore the Crown can reach in order to collect it. It may on tho other hand be 
observed that the existence of special and explicit provision in section 10 (5) for the 
taxation of the one kind of income not received in British India is strong reason for 
refusing to hold others liable by implication. Tho argument of the learned Advocate- 
General in the first form is accordingly unsustainable with reference either to the 
significance of the word “ accrue ” or to any construction of section 3 { 1 } with reference 
to other parts of the Act : and it must bo rejected. 

His argument in its second form derives at first sight some supi)ort from tho secondary 
meanings of “ accrue ” given in tho Century Dictionary ns used in law for “ to become 
a present and enforceable right and in Bouvier’s Law Lexicop as"" to become a present 
right of demand,” the suggestion being that respondent’s profits in Saigon accrued 
to him in British India, when, being in the latter place, he had a right to demand them 
of his agent in tho former ; and to show that income is regarded in the Act as accruing, 
before it is received and when there is only a right to receive it, reference has been made 
to the use of the word “ receivable ” in section 7. ’There is, however, a short answer 
to this. Firstly, this meaning of ” accrue ” is excluded by the context in section 
3 (1). For it is not the right to dertiand the profits, which it is proposed to tax, but 
the profits themselves. And secondly, if the word ” receivable ” in section 7 is interpret- 
ed in the light of the provision in section 15 (5) for tho method of payment of the 
tax on interest on securities the description of income with which section "7 deals, its 
use will be seen to involve recognition, not of any kind of income as existing independently 
of and before its receipt, but of income, to which liability for the tax attaches at the 
moment of its receipt, when the tax is to be deducted by the person responsible for 
its disbursement. 

Some attempt has been made to support this argument by reference to English 
decisions. But it is useless to deal with them at length in view of tho material differences 
between the wording of the Act before us and that of tho English statute in question. 

' Case No. 5. 

MADRAS HIGH COURT, CASE NO. 4 OP 1921. 

” Now the income which is taxable under the Act, is, as provided in section 3. 

All income from whatsoever source it is derived if it accrues or arises or is received 
in British India or is under the provisions of this Act, deemed to accrue or arise or to be 
received in British India.” 

And under section 33 (1), in the case of any person residing out of British India. 

" Alt profits or gains accruing or arising to such person whether directly or indirectlj''t 



through or from any business connexion in British India shall be deemed to be income 
accruing or arising in British India." 

And is consequently taxable under the express provisions of section 3. It makes no 
difference with regard to this section whether the non-resident entitled to the income is a 
British subject or a foreigner; in either case he is chargeable with the tax in Brtish India 
It has, however, been argued that because section 33 (f) not only provides that such profits 
and. gains shall be deemed to be income accruing or ari.sing within British India, but goes 
on to provide that they " shall be chargeable to income-tax in the name of the agent of 
any such person, and such agent shall he deemed to be the assessee in respect of such 
income-tax,” the profits and gains in question are not chargeable unless they are assessed 
to income-tax in the name of an agent of the non-resident. This construction is not sup- 
ported by the proviso immediately following : — 

Provided that any arrears of tax may be recovered also in accordance with the pro- 
visions of this Act from any assets of the non-resident person, which are or may at any 
time come within British India,” which supports the construction that the profits or gainV ' 
are chargeable if they can be got at in British India vihether they are assessed in the name 
of an agent of the non-resident or not. This was e.xpressly decided on the corresponding 
section of the English Act by Mathew and A. L. Smito, J. J., in Tischlcr v. ApJ/iorpe (1), 
which vfas approved by the Court of Appeal jn WerU S Go. v. Golquhoun (1), and it was 
held that -a non-yesident, who had been himself assessed whilst in England hod been 
properly assessed. All that the latter part of the section does is to provide n/achmery by 
which the tax can he levied where the non-resident cannot himself be got at. 

In the present case, the petitioner resides and has his principal place of business in 
the Cochin State in Mattancherri, which adjoins British Cochin and practically forms one 
town with it, and the petitioner not only does a large part of his business in British Cochin 
as stated in the reference, but also accepted notices and submitted the necessary returns 
to the Collector of Malabar, of which British Cochin forms a part for income-tax purposes. 
The reference states that “ Contracts for the supply of goods are entered into and signed 
at the offices of firms in British Cochin and the goods are delivered at the jetties of the 
purchasers ; the sale-proceeds are paid to the firm’s agent or other duly authorized servant 
in cash in British India or by cheques, which are cashed in Banks in British India.” 

In these circumstances, it seems clear that these are profits and gains arising to the 
petitioner through or from his business connexions in British India in respect of which he- 
js assessable under the Act. 


Case No. 6. 


PATNA HIGH COUET, CASE NO. 102 OF 1920. 

Dawson Miller, 0. J. 

This case comes before us on a reference by the Board of Revenue section 51 of the 
Indian Income-tax Act, 1918. The reference was made upon the petition of Eaja Jyoti 
Prashad Singh Deo of Kashipur, whose taxable income has been assessed by the Deputy 
Collector including a sum .',f Es. 1,70,706 the amount derived by him from rents and 
royalties of certain collieries. Eoad cess and Public Works cess amounting__^to Rs. 10,669' 
have also been levied on these rents and royalties under the Cess Act. The petitioner 
claims that this amount should be deducted in assessing his taxable income derived from 
the source named. The question submitted for qur determination is whether the full 
amount of the rents and royalties received is- subject to income-tax, 'or whether, as the 
petitioner contends, the amount paid in respect of cesses should be deducted in ascertain- 
ing the taxable income. Section 6 of the Income-tax Act enumerates the classes of income 
which shall be chargeable to income-tax. They are (i) salaries, (tt)^ interest or securities, 
(hi) income derived from house property, Hv) income derived from business, 
{v) professional' earnings, and ' (ut) income' derived from ^ other sources. With 
regard to -each of these sources of income, the Act provides how the taxable 
income shall he arrived at and what allowances shall _ he taken into account- 
in determining the amount to be taxed. For the purposes pf ibis case it is only necessary 
to refer to the provisions made with regard to class {tv) income derived frem business 
and class {vi) “ income derived from other sources ” as it is under one or ether of these 
heads that the income in question falls. In my opinion the income in question falls under 
class (vi) but as the petitioner’s first contention is that it falls iinder class (lu) it is 
desirable to refer to the sections of the Act which deal with both these classes. Inconie 
derived from bu.siness is dealt with in section 9 of the Act, which provides that the tax 
he payable by an assessee under the head “ income derived from business m respect oi tiie 
profits of any business carried on By him. It then sets out the allowances, which may bo 
deducted in computing the profits. These include any rent paid for the premises in whicn 
the business is. carried on, repairs to the premises, interest on capital borrowed for the- 



140 


■purposes of "business, premiums paid for insurance on the buildings, machinery or plant 
•and repairs to the same, certain sums for depreciation and renewals, sums paid on account 
of land revenue, local rates or Municipal taxes in respect to the premises, and lastly any 
expenditure (not being in the nature of capital expenditure) incurred solely for the pur- 
pose of earning such profits. 

Section 11 deals with inceme derived from other soui'ces and provides (1) “ The tax 
shall he payable by an assessee under the head income derived from other .sources in 
respect of income and profits of every kind and from every source to which this Act applies 
(if not included under any of tho preceding heads) with the exception of agricultural 
income (2) such income and profits shall bo computed after making allowance for any 
expenditure (not being in tho nature of capital expenditure) incurred solely for tho purpose 
of making such income or earning such profits, provided that no allowance shall be made 
on account of any personal eypenses of the assessee. 

The petitioner contends in the first place that the income derived from rents and 
royalties is income derived from business and that it is only the profits <irising from such 
business that are ttixablo and the profits can only be arrived at after deducting expenses 
such as cesses and other expenses chargeable to revenue account which he is bound to pay. 
He admits that the deductions now claimed are not included amongst tho-ic which are 
prescribed in section 9 of the Act although that section does provide for tho deduction of 
an allowance in respect of land revenue, local rates or Municipal taxes in respect of 
business premises. If it is lt=gitimate to draw any inference from the inclusion of local 
rates and Municipal taxes amongst the allowances permissible under tho Act tho inference 
would point to the conclusion that it was the intention of tho Icgi.slaturc to e.'rolud-^ cesses 
and similar charges other than those mentioned in the section. In fact if the petitioner’s 
contention be correct that he is entitled in determining the taxable profits to exclude ail 
expenditure chargeable to ri, venue .account it would have been unnecessary for tho legis- 
lature expressly to include land revenue amongst the allowances to bo taken into account 
in computing the taxable profits. The petitioner contends, however, that tho allow.ances 
mentioned in section 9 and indeed in the other sections de.aling with the t ix jJnyable are 
not cxh.austive, .and that it is only the profits of tho business which can be taxed. Al- 
though in the view I take upon tho first point_ raised by the petitioner it is not necessary 
definitely to decide this question, I am of opinion that this branch of his argument cannot 
be supported. If in assessing the taxable income cesses must first be deducted it would 
seem to follow that in determining the amount of ccss payable under tho (’ess Act upon 
the “ annual not profits ” derived from similar property the amount of income-tax should 
first bo deducted, but it was held in JInnindra Ciinndra Nandi v. Secretary of State for 
India (I. L. R., 34, Cal. 257) that an ownor of mines is liable to pay both income-tax 
and road ccss tax on the same net profits derived, or royalty received, by him from the 
mines. That case in so far as it dealt with the liability to pay cesses, was affirmed by the 
Judicial Committee of the Privy Council (see L. E. 38; L. R. 31; s. c. I. L. R., 58, C.il., 
372). No case has been called to our attention in which taxes imposed by statute 
unless specially provided for in tho Act Imvc been deducted in computing the amount 
payable either for cess or income-tax, but as in my opinion tho income derived from 
rents and roy.alties of collieries does not come under the head of income derived 
from business it is unnecess.ary definitely to determine tins point. It seems to mo 
that 1.110 income in question is no more income derived from busino.ss than is the 
income derived from tlie lease of house property or l.and used for tho purpose of carrying 
on business. The royalties received in the present case do not depend upon the profits 
earned by tho lessees of tlic mine, but upon the quantity of coal raised .and the royalty 
will be pay.able whether the lessees make a profit or not .and section 9 lias no application to 
the present case. 

I am of opiiiirin that the case f.all.s under seclioii 11 which refers to income derived 
from other sources. The petitioner contends in the second place that oven if this is so 
tlip ccss should be deducted from the taxable income. His argument based upon this 
seciion is two-fold. In the fust place he points out that the section refers to both income 
and profits, that income may comprehend something wider than profits, but that tho 
roy.alties in question .are profits and can only bo ascort.ained after deducting all out-goings 
necessarily incurred not only for the purpose of earning tho profits, but charged tlierenn 
by statute to revenue account. It is true that the section relates to both income and 
profits. The section, however, is dealing with various kinds of income .and includes all 
^ those not specially mentioned in the first five classes referred to in section 5 and it is 
quite conceivable that the v.ord “profits” would be .a more apt term than Ihe word 
“'income ” to describe some of the cases included. But I c.an see no reason why royalties 
received from mines should he regarded as anything other than income in the ordinary 
sense. There is no definition of the word income in the Act itself, but its meanicig as 
.there used can I think bo determined with suflicient accuracy from a perusal of the .4ct. 
Without giving an exhaustive definition it may be described as tho annual or periodical 
yield in mone 5 ’' or reducible to a money value arising from the use of real or personal 
property or from labour or services rendered, bearing in mind that in some case.s, c.g.. 



141 


nicome derived from Iioufo preperty the yield must be taken as the bond fide annual valu^. 
and not necessarily as the actual yield. Investments and rents derived from houses and. 
land arc instances of income arising from the use of propertv whilst salary 'ivuc«s and 
professional earnings including pensions are instances of income arising from labour or" 
services rendered. Income dtrived from businos.s may, in certain cases, bo a combination, 
of both classes. It is not, however, the gross income .so derived that is in all'cases the 
taxable income. Coriam alhwnnccs from the gross income are provided for hy the Act. 
and certain classes of income are exempt, but unless the exemptions or a'llowance.s are 
provided for hy the Act there would appear to he no ground for holding that 5041 are 
permissible. In the present case the only allowance provided for in section IL 
is any c.vpenditure not being in the nature of capital expenditure, incurred 
solely for tho purpose of making such incomo or earning such profits. As a last 
msort the petitioner contends that tho amount levied for cesses is an expenditure 
incurred solely for the purpose of making the income, hut it would, in my cpinion be an 
undue idr.aining of plain langimgc to say that the payment of road-cess is' an expenditure 
incurred solely for that purpose. TJie liability to pay cc.5.scs results from the income- 
having been made, and the payment of the ccsr> can hardly bo .said to form a necessary 
part in tho making of the imome, which must come into oxislcnce before the liability to 
cess arises. Tiic payment of cess is a necessary expense arising in connection with the 
ov.'ucrship of royalties but it is in no sense an expenditure incurred for any purpose- 
incidental to the making of the income. 

In my opinion She tpie.slion .submitted for dcchion to the High Court, tiz., whether 
payments mride by the petitioner on account of the local cess aro to be deducted before 
fiis income is assc'sod to income-tax under section 11 of the Income-tax Act must bo 
aniwered in the negative. 'Ihc petitioner will bear tho costs of this reference. 


Mullicf:, J, 

In my opinion clause 2 of section 11 is exhaustive and no rates or taxes of which tho 
lia'^is of calculation is net profits after sucii profits have been earned can bo deducted in 
mailing the computation. A comparison of clauso 2 (ix) of section 9 the wording of which 
is identical with clause 2 of section 11 would seem to make it clear that c.xpcndituro 
incurred for the purpose of earning incomo or profits means sums paid or liabilities 
incurred, the purpnre of which is to feed tho spring from which tho income is derived 
The oxpanditure nimt be incurred ns a condition precedent to the produet-ion of the 
income. The payment of a lax which is conditional on tho making of >m income and 
which is to be c.4cu!aled on tho amount of such income after it has come into existenco 
c.nrtiiDl be said to bo expenditure for the making of .such income. For our present puriioscs 
tho term net profits ns used in the Cess Act is synonymous with the term income as used' 
in tho Iiicorae-tax Act. 

In the no.xt nlacjs oven it payment of road and public work cesses could bo called 
o.xpenditure for tho pin pose of earning tho income, it is clear that it is not expenditure 
incurred solely for .such purpose. In so far as tho State in return for the payment of tha- 
oi-ises grants inlcr-alia to (he a.sse.'=soo socurily for tho enjoyment of his incomo tho pay- 
ment may be s.aid to some extent to be made for the purpose of earning .such income, Out 
it cannot be said to bo made solely for such purpose. It is for this reason that laud- 
revemio, local rales and municipal taxes do not come under tlio exception provided in 
clause 2 (ix) of section 9 and .special provision has been made for them in clause 2 (viii). 
Iso special provision has been made in respect of road and public works cesses and_ if the 
royalty receiver had been a person carrjdng on a business, ho could not have claimed a 
deduction for them. 

Tho same principle must apply to the case of an nsscssce whose incomo has to be- 
compuied under section 11, .and those cesses cannot bo deducted in his case also. A tax 
leviable .ns a condition precedent to the creation of the source of income, such as a license- 
fee, would stand on a different footing, but that is not. the case here. I agree, therefore,, 
with the view taken by the learned Ciiicf Justice. 

♦ •*•*•*.* 


Biicknill, J., 


« 


«**«•■»* 


I agree generally. Ce.sses under tho Cess Act, 1880, are admittedly leviable upon 
rovaltics received from the working of mines (see section 72), royalty received from mines- 
is* “income derived from other sources'* section 5 (ri) Income-tax Act, 1918, ana not 
“ income derived from husincFs.** Such royalty is liahle in respect of ootli income-tax 
and road-cess and public works cess. 

In considering what is the incomo derived from business the word income nieans 
■‘profits of the business” (sec section 9 (J) ). How tbeso profits are to be arrived at, 
section 9 (5) .shows, and tlioro are many deductions which may rightly be made fromi 
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what may be called the " gross receipts ” before the figure of the profits projicrly assessable 
for income-tax is arrived at. But in the case of “ income derived from other' sources ” 
■the only 'abatement contemplated is the broad one expressed thus in sub-section (S) 
“ such income and profits shall bo computed after making allowance for “ any expenditure 
(not being in the nature of capital expenditure) incurred solely for the purpose of making 
such income or earning such profits.” In this reference this is clearly a case concerning 
‘‘ incoinc ” and not jirofits.” But even if royalty derived from mines could be regarded 
as falling within the phrase “ income derived from business ” under section 5 (if), it 
■ does not appear that road or public works cess could bo regarded as sums paid on account 
of land revenue, local rates or municiiial taxes as contemplated under section 9 (2) ns being 
• capable of boing deducted from gross receipts in order to arrive at the properly assessable 
profits wliich is the svnonvm for “ income derived from business ” as designed in section 
5 (iv). 

It is most difficult to see how in the case of “ income derived from other sources ” the 
assessment of which is regulated by section 11 and in which the abatement possible in 
arriving at the taxable income and profits is confined to a deduction of ‘‘ any o.xpcnditnro 
(not being in the nature of capital expenditure) incurred solely for the purpose of making 
such income or earning such profits ” it can be argued that " road or ijuulic -works cesses ” 
are cxjtcndiUtrc incurred at all for the 'pinpost of making income or earning profits. 

**•***•.* 

In my view the royalty receiver is liable to bo assc-'^sed (a) for income-tax, (h) for road 
and public works cess on the same sum namely, the roynlt}' payable to the royalty receiver 
-by the lessees of the mines. 

■*■••**•** 


Case No. 7. 

?>[ADRAS HIGH COTJIIT, REFERRED CASE NO. 11 OF 1920. 

The Chief Justice. — This reference raises que.slions as to the interpretation of a 
.rule made bv the Government of Ufadr.ns under section d3 (2) (c) of the Indian Income- 
tax Act winch enables it to " prescriblo the manner in which and the mode by which 
■the taxable income of persons not resident in Brili.sh India or of persons deomod to 
I'o nsse.ssecs in respect thereof, shall be arrived at.” Such persons under section 53 ap 
made liable to be taxed on profits or gnin.s which are deemed to arise or accrue in 
India. Rule 1 provides that the profits in India- for assessment purposes may bo 
■calculated on such percentage of the turnover of the business in, India as the Collector 
may consider reasonable. Rule 2 with which wc are concerned is as follows ; ” In cases 
in which the method of assessment on a percentago of turnover is inapplicable as for 
example — the case of an Indian Branch of a Foreign Insurance Company — the profits 
■ of the Indian Branch may bo assumed for income-tax purposes to bear the saino propor- 
tion to the total profits of the Company as its receipts bear to the total receipts.” The 
question referred to us is whether or not in arriving at the '* total profits ” for the 
purposes of the rule Income-tax and Exce.'s Profits Duty .payable in England and Income- 
tax payable at stations outside British India arc to bo deducted. Mr. Aingar for the 
appellant has referred us to Stevens v. Durban jRoodepart, Gold Mining Company, 109 
L. T., 481, and to certain dicta Scottish, etc., Insurance Company v. N cxvzcaland Land 
Company, SO L. J. P. C., 020, and Hover v. Smith African Breweries, WIS, 2 ch., 2SS, 
which support the proposition that in England when profits arising abroad are liable 
•under the English Incomc-tax_ Act to pay income-tax in England, a deduction is allowed 
in respect of the income or similar tax levied on such profits in the places where they 
arose; and if it were a quo.stion hero of taxing under section 3(f) of the Act profits 
arising outside British India on the ground that they were received in British India, 
those authorities would bo applicable, but in my opinion they have no application to 
the present case. What have to bo ascertained are the nssessablo profits arising in 
Biitish India of the Eastern Extension Australasia and China Telegraph Company which 
is incorporated in England and has branches in India and elscwliero. But for the rule 
in question those profits would bo ascertained by taking the Indian receipts and debiting 
against them the expenditure necessary to earn them, and in such a calculation the 
amount of the tax itself would not bo allowed as a deduction. Tho taxes levied locally 
on the assessable profits arising in other countries would not enter into tho calculation 
at. all. Ab, however, it would be difficult if not impracticable in tho case of a business 
such as this to ascertain the expenditure properly debitablo against tho Indian receipta, 
the Government in tho exercise of it,s statutory powers has provided that tho asse.ssablo 
profits of the Indian branch without deduction of the Indian incomc-ta.x shall ho deemed 
-•to bear the same proportion to tlio total asscEsable profits of tlic Company' ns the Indian 
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receipts Ijear to tlie total receipts. As the Indian assessahie profits are to be ascertained 
vathoub deduction of the local income-tax, it must necc-rsarily be the intention of the 
rule that the total assessable profits of the business should be arrived at in tho same 
way, viz., without the deducalion of the .several local income-taxc-s and excesr, profits taxe^ 
which are enhanced income-taxes. Otherwise the whole basis of comparison would bo 
gone; and as observed in paragraph 5 of the order of reference, tho opposite construc- 
tions would involve holding that the .word “ profits ” was u.‘^ed in two different Een.se.s 
in tho same rule. The answer to the reference must be that the deductions claimed 
are not allowable. 

Oldfield, J. * * * *' It is impossible in accordance with tbc ordinary 
canons of construction to give to the word “profits” a different moaning in tho two 
jdaces, in which it occurs; and, as where it occurs first it is used statedly of profits on 
which the tax has to ho ascertained, that is of profits before they have been taxed; it 
must be similarly used v;Iiero it occurs again and wbero its meaning is disputed. This 
entails acceptance of the argument for tho Crown and, as it is not disputed that foreign 
Super-tax and income-tax stand on tho same footing, an answer to tho reference is 
that deductions claimed are inadmissible. 

Knmarswamy Saslriar J. * * * * The total profit. s of the company 

will bo the profits made in I^itish India and also outside British India and so far as 
the profits made in India are concerned, it is clear that income-tax paid during tho 
previous year or likely to be assessed during tho current year cannot bo dcdnclcd. 
Section 9 of the Act which relates to income derived from business and which provides 
for tho mode by which such income shall bo computed specifies the deductions that 
can legally he made and it is clear that income-tax paid for the preruous year cannot 
be deducted to arrive at an estimate of the profits on which income-tax is to bo 
assessed. 

In Ashton Gas Company v. Attorney General, 1906, A. C. P., 10, Lord Halsbury 
observed “ Now the profit upon which the income-tax is charged is what is left after 
you have paid all the necessary expenses to earn the profit. Profit is a plain English 
word, that is what is charged with income tax. But if you confound what is the 
necessary expenditure to earn that profit with the income-tax which is a part of the 
profit itself, one can. understand how you get into tho confusion wliich has induced 
the learned couinel at such very consiaerable length to point out that this is not a 
charge on the ]irofits at all. “ Tho answer is that it is. Tho income-tax is a 'charge on 
the profits; tho thing that is charged is the profit tliat is made and you must ascertain 
what is the profit that is to bo made before you deduct the tax. You have no right 
to deduct the income-tax before you ascertain what the profit really is.” These observa- 
tions have to be kept in mind in construing the word “ profit ” in tho rule. 

The rule in question merely provides tho formula for ascertaining the income arising 
out of the business in Briti^ India which is so mixed up with tho income arising out 
of business carried on outside British India that you cannot estimate it with mathematical 
accuracy. By the very nature of the case the rule is artificial and provides a rougli 
and ready method of arirving at a taxable' income. As there can be no deduction of the 
income-tax in arriving at the Indian assessable profits if tho Indian income were attempted 
to be arrived at in the usual way, namely by taking tho Indian receipts and deducting 
the expenditure necessary for the carrying on of the Indian business having regard to 
the provisions of section 9 of the Income-tax Act, it seems to me that the word “ profit ” 
cannot be used in two senses in the rule so as to exclude income-tax where one item of 
the total, namely Indian income is concerned and to include it as regards other items. 

♦ * ’ * * « ♦ 

There can he little doubt that as a matter of accountancy and book-keeping and 
as between share-holders entitled to a dividend and the company income-tax paid is 
always entered as an expense which has to be deducted before the amount divisible 
as profits can be ascertained and enters into the debit charges in the same way as any 
other •item of expenditure. It is equally clear that for purposes of levjdng income-tax 
you cannot deduct the amount paid or payable as income-tax on the grounds that it is 
only what remains that goes to the persons carrying on the business. Tlio fact that as 
between the share-holders and the company you would estimate profits in a particular 
way is no ground for estimating profits on tvhich income-tax has to ho calculated in 
a similar manner. 

In enacting the rule in question for the purpose of ascertaining profits in India, I 
am of opinion that what was intended was that you must take the profits in each centre 
on which income-tax was charged or cliargcable, total up such profits and estimate tho 
profits in British India bj' ascertaining the ratio which the total receipts in India hear 
to the total receipts. 

I would answer tho question in the negative. 
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